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THE PANAMA TREATY 


FRIDAY, JULY 15, 1955 


Unrrep States SENATE, 
COMMITTEE ON ForeiGn RELATIONS, 
Washington, D. ¢ 

The committee met, pursuant to notice, at 10 o’clock a. m. in room 
318, Senate Office Building, Senator J. William Fulbright presiding. 

Present: Senators Fulbright (presiding), Sparkman, Mansfield, 
Morse, Smith (New Jersey), ‘Aike n, and Capehart. 

Senator Futpricutr. The committee will come to order. 

We are meeting today to give consideration to an important agree 
ment which has been negotiated between our Government and the Re 
public of Panama, concerning the Panama Canal. 

(Executive F of the 84th Cong., Ist sess., containing the documents, 
follows:) 
84TH CONGRESS } SENATE { EXECUTIVE 


Ist Nession \ | F 


TREATY OF MUTUAL UNDERSTANDINGS AND COOP ERA- 
TION WITH THE REPUBLIC OF PANAMA 


MESSAGE 


FROM 


THE PRESIDENT OF THE UNITED STATES 


TRANSMITTING 

THE TREATY OF MUTUAL UNDERSTANDINGS AND COOPERATION BE 
TWEEN THE UNITED STATES OF AMERICA AND THE REPUBLIC OF 
PANAMA, AND THE MEMORANDUM OF UNDERSTANDINGS REACHED, 
SIGNED IN THE ENGLISH AND SPANISH LANGUAGES AT PANAMA 
ON JANUARY 25, 1955 

May 9, 1955.—Treaty with the memorandum of understandings was read the first 
time and the injunction of secrecy was removed therefrom, The treaty, the 
President’s message of transmittal, and all accompanying papers were re 
ferred to the Committee on Foreign Relations and ordered to be printed for 
the use of the Senate. 


THe Wurire House, May 9, 1955. 
To the Senate of the United States: 

With a view to receiving the advice and consent of the Senate to 
ratification, I transmit the Treaty of Mutual Understanding and 
1 
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Cooperation Between the United States of America and the Republic 
of Panama, and the memorandum of understandings reached, signed 
in the English and Spanish languages at Panama on January 25, 
1955. 

[ also transmit for the information of the Senate, the report by the 
Secretary of State, with an accompanying explanatory statement, 
concerning the treaty and the memorandum. 

It is urged that the Senate give favorable consideration to the 
treaty in order, as indicated in the preamble thereof, “further to 
demonstrate the mutual understanding and cooper: ition of the two 
countries and to strengthen the bonds of understanding and friend- 
ship between their respective peoples.” 

Dwieur D, Ersennower. 


(Enclosures: (1) Report by the Secretary of State, with accompa- 
nying explanatory statement; (2) Treaty of Mutual Understanding 
and Cooperation, signed rane Met 95, 1955, with Panama; (3) mem- 
orandum of underst: andings reached, signed January 25, 1955, with 
Panama. ) 


DeraRTMENT OF STATE, 
Washington, May }&. 198. 
The Present, 
The White House: 

The undersigned, the Secretary of State, has the honor to submit 
to the President, with a view to its transmission to the Senate to 
receive the advice and consent of that body to ratification, if the 
President approve thereof, the Treaty of Mutual Understanding and 
Cooperation Between the United States of America and the Republic 
of Panama, and the memorandum of understandings reached, signed 
in the English and Spanish languages at Panama on January 25, 
1955. 

The signing of the treaty and memorandum brought to a close 
negotiations between the two countries beginning in September 1953. 
The principal provisions and understandings resulting from those 
negotiations may be summarized as follows: 

(a) The annuity payable by the United States to Panama under 
the 1903 convention, as amended, is increased from $430,000 to $1,930,- 
000 (treaty, art. I). 

(6) Subject to certain general conditions, Panama is enabled to 
levy income taxes on the following categories of personnel employed 
by Canal Zone agencies: (1) Panamanian citizens ir respective of their 
place of residence and (2) citizens of third countries who reside in 
territory under the jurisdiction of Panama; however, United States 
citizens and members of the Armed Forces (irrespective of nation- 
ality) who are employed by Canal Zone agencies are exempt from 
Panamanian income tax regardless of their place of residence (treaty, 
art. IT). 

(c) Subject to appropriate safeguard, United States monopolies 
with respect to the construction, maintenance, and operation of trans- 
isthmian railroads and highways are abrogated (treaty, art. IIT). 
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(d) The United States treaty right to prescribe and enforce sani- 
tary measures in the cities of Panama and Colon is abrogated (treaty, 
art. IV). 

(e) Subject to enactment of legislation by the United States Con- 
gress, certain lands, with iraprovements thereon, previously acquired 
for canal purposes (including Paitilla Point and the Panama Rail- 
road yard and station in the city of Panama) but no longer needed 
for such purposes, are to be transferred to P ’ ima and there is to be 
a gradual transfer to Panama of the New Cristobal, Colén Beach, 
and Fort de Lesseps areas in Colén (treaty, art. V; memorandum, 
item 2 on the part of the United States). 

(f) Alterations are made in the boundary between the city of Colon 
and the Canal Zone (treaty, art. VI). 

(7g) Panama grants to the United States the right to exclusive use 
without cost, for a period of at last 15 years, of a military training 
and maneuver area (approximately 19,000 acres in the Rio Hato 
region, province of Cocle, to be reserved by Panama for these pur- 
poses ) (treaty, art. VIII). 

(h) Panama waives certain treaty rights with respect to free trans- 
portation on the Panama Railroad (treaty, art. IX). 

(i) Panama waives certain treaty rights in order to enable the 
United States to prohibit or restrict the use of a contemplated new 
strategic highway within the Canal Zone by commercial transisthmian 
traffic (treaty, art. X). 

(7) Panama waives certain treaty provisions in order to enable 
the United States to extend limited post exchange privileges to mili- 
tary personnel of friendly foreign countries visiting the Canal Zone 
under United States auspices (tres aty, art. XI) 

(k) Canal Zone commissary and import Sethian of non-United 
States citizen employees of Canal Zone agencies, except members of 
the Armed Forces of the United States, who do not reside in the zone 
are restricted (treaty, art. XII). 

(7) The United States Congress will be requested to enact legisla- 
tion authorizing establishment of a single basic wage scale for all 
United States and Panamanian employees of the United States Gov- 
ernment in the Canal Zone and providing for uniform application of 
the Civil Service Retirement Act to citizens of the United States and 
citizens of Panama employed by the United States Government in the 
Canal Zone (memorandum, item 1 on the part of the United States). 

(m) The United States will put into effect certain administrative 
practices designed to enable the Panamanian economy to obtain in- 
creased commercial benefit from the Canal Zone, including the with- 
drawal, as of December 31, 1956, of United States agencies from the 
business of selling supplies (except fuel and lubricants and the sale 
of ships’ stores to ships under repair) to ships not owned or operated 
by the United States Government, and the adoption of a policy of 
terminating, under certain conditions, the manufacturing wal process- 
ing in the Canal Zone of goods for sale to or consumption by in- 
dividuals (memorandum, items, 3, 4, 6, 7, 8, and 9 on the part of the 
United States). 

(n) The United States Congress will be requested to enact the 
necessary legislation for the construction across the canal at Balboa 
of a bridge referred to in point 4 of the General Relations Agreement 
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of May 18, 1942 (59 Stat. 1289) (memorandum, item 5 on the part of 
the United States). 

(o) Panama agrees to lease to the United States for a period of 99 
years without cost (save for a recited consideration of one Balboa) 
two parcels of land contiguous to the United States Embassy residence 
site in the city of Panama (memorandum, item 1 on the part of 
Panama). 

(p) Panama will reserve permanently as a park area certain land 

| front of the United States E mbassy office building site in the city 
of Panama (memorandum, item 2 on the part of Panama). 

The substance and effect of the various articles of the treaty and 
items in the memorandum of understandings reached are explained in 
greater detail in the Explanatory Statement accompanying this 
report. 

Respectfully submitted. 

Joun Foster Duss. 


(Enclosures: (1) Explanatory statement; (2) Treaty of Mutual 
U ae unding and Cooperation, signed January 25, 1955, with Pan- 
ama; (3) memorandum of understandings reached, signed January 
25, 1955, with Panama. ) 


EXPLANATORY STATEMENT 
THE TREATY 


The treaty signed January 25, 1955, contains a preamble and 13 
articles. The preamble, in addition to rec iting the reasons for enter- 
ing into the treaty (namely, further to demonstrate the mutual under- 
standing and cooperation of the two countries and to strengthen the 
bonds of understanding and friendship between their respective peo- 
ples), expressly recognizes— 
that neither the provisions of the Convention signed November 18, 1903, nor 


the General Treaty signed March 2, 1936, nor the present Treaty, may be modified 
except by mutual consent. 


Article I 

Article I provides for an increase to $1,930,000 of the annuity pay- 
able by the United States to Panama under the 1903 convention (33 
Stat. 2234), as amended by article VII of the 1936 general treaty (53 
Stat. 1807). The amount is specified in terms of the Balboa (the 
Balboa and the dollar are on a parity basis by agreement between the 
two countries). 

The original figure of $250,000 stipulated by the 1903 convention 
was increased to $430,000 by the 1936 general treaty. This was not 
a basic increase. The original figure was payable in gold coin. In 
1934 the weight of the U nited States gold dollar was reduced. The 
problem resulting from that situation was resolved by providing in 
the 1936 treaty for an increase to $430,000, retroactive to 1934, to 
reflect the change in the gold content of the dollar. That increase was 
more an adjustment in terms of currency value than a basic increase 
in the amount of the annuity. 

Article I of the new treaty contains a provision, similar to a pro- 
vision in the 1936 general treaty, that the annuity may be paid in any 
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coin or currency, provided the amount paid is the equivalent of the 
amount specified in Balboas. 

Article I contains a provision safeguarding the United St: ites 
against any assertion of a right to dem: und an increase in the annui ity. 
It is expressly stated that the parties ‘ ae the absence of any 
obligation on the part of either Party to alter the amount of the 
annuity”. It is considered that this provision, talents together with 
the concluding clause of the preamble, adequately protects the inter- 
ests of the United States. 


ticle I] 


The effect of article II is to enable the Republic of Panama to levy 
income taxes on Panamanian citizens employed by Canal Zone agen- 
cies irrespective of their place of residence, and citizens of third coun- 
tries so employed who reside in territory under the jurisdiction of 
Panama. United States citizens, and members of the Armed Forces 
(irrespective of nationality), who are employed by Canal Zone agen- 
cies are exempt from Panamanian income tax regardless of their 
place of residence. Panama is presently precluded from exercising 
such taxing power by article X of the 1903 convention. It is con- 
sidered that this situation is inequitable and that its continuance 
would serve no real interest of the United States. 

Accordingly, it is provided in paragraph (1) of article II that, 
subject to certain conditions, Panama may impose taxes on the income 
(including income from sources within the Canal Zone) of all persons 
employ ed in the service of the canal, the railroad, or auxiliary works, 
whether resident within or outside the Canal Zone, except (a@) mem- 
bers of the United States Armed Forces, (6) United States citizens, 
including those who have dual nationality, and (c) other individuals 
who are not Panamanian citizens and who reside within the Canal 
Zone. 

This expresses a principle recognized in United States tax legisla- 
tion that a government may impose taxes on its citizens wherever 
resident and on noncitizens who actually reside within its jurisdic- 
tion although specific exemption with respect to United States citizens 
and all members of the Armed Forces of the United States is retained. 

In paragraph (2) it is provided that any tax imposed by Panama 
in accordance with paragraph (1) shall be on a nondiscriminatory 
basis and shall not be at a rate higher or more burdensome than that 
applicable to income of Panamanian citizens generally. 

Paragraph (3) provides for exemption from Panamanian taxation 
with respect to pensions, annuities, or similar payments, or compensa- 
tion for injuries or death occurring in connection with employment 
by Canal Zone agencies, paid to or for the benefit of members of the 
United States Armed Forces, United States citizens, or the lawful 
beneficiaries of such members or citizens who reside in territory under 
Panamanian jurisdiction. 

Article II is made operative for taxable years beginning on or after 
the 1st day of January following the year in which the treaty enters 
into force. Article I1 was drafted in consultation with the Internal 
Revenue Service. 


Article IIT 


Under article V of the 1903 convention the United States was 


granted a monopoly for the construction, maintenance, and operation 
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of any system of communication by means of canal or railroad across 
Panamanian territory between the Caribbean and the Pacific. In 
addition, the United States has monopoly rights with respect to roads 
across the Isthmus of Panama as a result of a concessionary contract 
granted to the Panama Railroad Company. After full consideration 
of pertinent factors, the interested agencies of this Government reached 
the conclusion that it is no longer a matter of importance to the United 
States to maintain certain monopoly rights. 

Article III of the new treaty provides (a), in the first paragraph, 
for the abrogation of the monopoly with respect to “any system of 
transisthmian communication by railroad” within territory under 
Panamanian jurisdiction, and (6), in the second paragraph, for the 
abrogation of the “exclusive right to establish roads across the Isthmus 
of Panama acquired by the United States as a result of a concessionary 
contract granted to the Panama Railroad Company” insofar as the 
right pertains to the establishment of roads within territory under 
Panamanian jurisdiction. In each case the abrogation is to be effec- 
tive as of the date of the entry into force of the new treaty. 

In view, however, of the vital interest of both countries in the 
effective protection of the canal, they agree (third paragraph) that 
such abrogation is subject to the understanding that no system of 
interoceanic communication by railroad or highway within territory 
under Panamanian jurisdiction “may be financed, constructed, main- 
tained, or operated directly or indirectly by a third country or na- 
tionals thereof,” unless in the opinion of both parties “such financing, 
construction, maintenance, or operation would not affect the security 
of the Canal.” 

It is agreed also (fourth paragraph) that the abrogation of the 
monopoly rights with respect to railroads and highways shall not 
affect in any way the maintenance and operation of the present 
Panama Railroad in the Canal] Zone and in territory under Pana- 
manian jurisdiction. 

Article IV 

Article IV abrogates the second paragraph of article VII of the 
1903 convention under which the cities of Panama and Colén are 
obligated to “comply in perpetuity with the sanitary ordinances 
whether of a preventive or curative character prescribed by the United 
States.” 

The health and sanitation activities of the Panama Canal agencies 
in those cities have been decreasing gradually as the Republic of 
Panama has become increasingly able to assume this responsibility. 
Effective July 1, 1953, the Republic assumed the management of the 
water and sewerage systems and the street paving of the two cities, 
theretofore conducted by the Panama Canal Company, and the func- 
tions of street cleaning and garbage collection in those cities, there- 
tofore performed by the Health Bureau of the Canal Zone Government. 
At the same time, all health activities relative to water, sewerage, 
drainage, plumbing inspection, garbage collection and disposal, and 
street cleaning were transferred to the Republic. 

United States health authorities are satisfied that abrogation of the 
second paragraph of article VII of the 1903 convention will not jeop- 
ardize health and sanitation in the Canal Zone. Moreover, such 
abrogation will eliminate a source of irritation in the relations between 
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the United States and Panama. It is considered that United States 
interests will be adequately protected by the stated willingness of the 
Panamanian authorities to consult with Canal Zone authorities with 
respect to sanitary problems which may arise. 

Article V 

Article V provides that, subject to the enactment of legislation by 
the United States Congress, certain lands, with improvements thereon, 
in territory under Pan: amanian jurisdiction and in the Canal Zone, 
previously acquired by the United States, are to be transferred to 
Panama when and as determined by the United States to be no longer 
needed for United States Government purposes. These include 
Paitilla Point, the Panama Railroad yard and station in the city of 
Panama and also certain lands and improvements in Colén, now used 
largely for residential purposes, which will be transferred gradually 
to Panama as the persons now residing on the lands can be accom- 
modated in the zone. 

The United States has considered that it should not endeavor to 
retain such properties within Panamanian jurisdiction past the time 
when they are in fact required for Canal purposes. Pursuant to the 
(reneral Relations Agreement of 1942 and an implementing act of the 
Congress (57 Stat. 75), certain lands situated in Panama and Colén, 
held by the Panama Railroad Company but no longer needed for 
Canal purposes, were turned over to the Republic of Panama. The 
Colén lands referred to in the present treaty are in addition to those 
transferred pursuant to the 1942 Agreement. 

The Canal Company is prepared to withdraw its railroad terminal 
operations in the city of Panama into the zone, thus making possible 
the transfer of the present railroad yard, which is now surrounded 
by the business district and is a major impediment to the flow of traffic 
in this area of the city. The termination of its use for railroad pur- 
poses and its release to Panama for other uses will remove a long- 
standing source of irritation between the Canal Company and 
Panama. 

Article VI 

Article VI sets forth the text of provisions to replace article V of 
the boundary convention of September 2, 1914 (38 Stat. 1893). Ar- 
ticle VI of the new treaty redescribes the boundary line between 
Colén and the Canal Zone so as to remove from the zone and place 
within territory under Panamanian jurisdiction certain lands and 
waters as requested by Panama, namely: (a) a strip of water around 
the Colén shores beyond the mean low water line, permitting use by 
small boats and by bathers in Panamanian jurisdiction; (b) a small 
unused ae known as Battery Morgan, near the Hotel Washington; 
and (¢c) a small portion of the C olén end of the Col6én Corridor as 
Sead by the convention of May 24, 1950 (S. Ex. Q, 81st Cong., 2d 
sess.; 5. Ex. Rept. No. 12, 81st Cong., 2d sess.) 

It is provided that this article shall become effective upon comple- 
tion of the withdrawal by the United States from the sections of 
Colén known as New Cristobal, Col6én Beach, and the de Lesseps 
area, with the exception of the lots retained for United States con- 
sulate purposes, but with the further condition that the article shall 
not in any case become effective prior to exchange of instruments of 
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ratification of the new treaty and exchange of instruments of rat- 
ification of the Colén Corridor convention of May 24, 1950. The 
exchange with respect to the Col6n Corridor convention took place, 
and that convention was brought into force, on April 11, 1955. 

The revision of the Colén-Canal Zone boundary is a reasonable and 
logical consequence of the agreement for withdrawal of the United 
States from the lands and improvements in Coldén, including a large 
part of the shorelands of the city. The new boundary is beneficial to 
Panama and satisfactory to the United States. The new boundary 
is shown in the drawing (6117-22, dated December 23, 1954) annexed 
to the treaty. 

Article VII 

Article VII of the new treaty abrogates the second paragraph of 
article VII of the 1914 boundary convention. This terminates the 
continuing undertaking by the United States to maintain a small land- 
ing pier which it constructed, and still owns, pursuant to the 1914 
convention. Provision is also made for the transfer of the pier to 
the Republic of Panama. The land end of the pier is on a site trans- 
ferred to the Republic in 1943 

The transfer contempl: ated by the new treaty will place the entire 
land and water area occupied by the pier under Panamanian jurisdic- 
tion. The pier is of no use to the United States and is beneficial only 
to Panama. For these reasons it should be transferred to Panama 
and the obligation of the United States to maintain it should be 
terminated. 

The provision of the 1914 convention which would be abrogated also 
contains a clause whereby the United States agreed that small vessels 
might land at a wall constructed by the United States in the harbor 
of Colén. Although the wall still exists, the water in the area is so 
shallow that it is impractical to tie up craft of any kind. The clause 
is, therefore, regarded as obsolete. 

Article VITI 

Article VIII, which was proposed by the eeernete of the Army, 
and with respect to which the commander in chief, Caribbean, col- 
laborated in the negotiation, places on a formal treaty basis the reser- 
vation of an area (see maps SGN-7—54 and SGN-8- 54, dated Novem- 
ber 17, 1954, with accompanying disc ‘riptions, annexed to the treaty) 
for maneuvers and military training. 

In connection with the negotiation of the 1936 general treaty, the 
procedure governing the holding of maneuvers or exercises by the 
United States Armed Forces in territory adjacent to the Canal Zone 
was outlined and the two countries have cooperated fully to facilitate 
such maneuvers. In practice, however, certain inconveniences and 
difficulties have been encountered, mainly in regard to the use of pri- 
vate properties for field exercises. It was conc ‘Juded that such incon- 
veniences and difficulties would be eliminated if the Panamanian Gov- 
ernment would provide an area of government-owned land at Rio Hato 
for the exclusive use of the United States Armed Forces for training, 
maneuvers, and related purposes, and that advantage should be taken 
of the negotiations for the new treaty to seek a commitment by Panama 

in this respect. 
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Article VIII provides that Panama will reserve the delineated area 
in the Rio Hato region, approximately 19,000 acres, exclusively for 
the purpose of maneuvers and military training and will permit the 
United States exclusively to use the area for such purpose, without 
cost and free of all encumbrances, for a period of 15 years, subject to 
extension thereafter as agreed by the two Governments. Assurance 
is given that such use will not affect the sovereignty of the Republic 
of Panama or the operation of the Panamanian Constitution and 
laws over the specified area. 

Tax exemption is provided for United States personnel within 
the area. The United States reserves the right, prior to expiration of 
the period provided for and within a reasonable time thereafter, to 
remove or otherwise clispose of all structures, installations, fac ilities, 
equipment, and supplies brought into, or constructed or erected with- 
in, the area by or on behalf of the United States. The United States 
will be under no obligation to restore the area or the facilities and 
installations thereon to their original condition upon termination of 
the arrangement, except for the landing strip which the United States 
undertakes to return in at least as good condition as that existing at 
the time the arrangement becomes effective. 

It is expressly provided that this arrangement will not preclude 
the possibility of the use of other areas in territory under Panamanian 
jurisdiction for training and maneuver purposes, subject to procedure 
established by notes ancillary to the 1936 general treaty. 

Article 1X 

Article LX provides that Panama waives the right, under article 
XIX of the 1903 convention, to free transportation over the Panama 
Railroad— 
of persons in the service of the Republic of Panama, or of the police force charged 
with the preservation of public order outside of said [Canal] zone, as well as 
to their baggage, munitions of war and supplies. 


Panama retains the right under the 1903 convention to 
transport over the Canal its vessels and its troops and munitions of war in 
such vessels at all times without paying charges of any kind. 

The waiver by Panama was proposed by the Governor of the Canal 
Zone as one of the benefits to the United States under the new treaty. 
The construction of the Boyd-Roosevelt Highway during World War 
II removed the necessity for Panama to use the railroad for trans 
isthmian transportation of officials and police. 

Article X 

Article X provides that, in the event of discontinuance of the 
Panama Railroad and of construction or completion by the United 
States of a strategic highway across the isthmus lying wholly within 
the Canal Zone intended primarily for serving the operation, main- 
tenance, civil government, sanitation, and protection of the Canal and 
Canal Zone, the United States may in its discretion, notwithstanding 
anything in article VI of the 1903 convention, either prohibit or re- 
strict the use by buses or trucks (not at the time engaged exclusively 
in the servicing of, or the transportation of supplies to, installations, 
facilities, or residents of the Canal Zone) of that portion of such 
highway which lies between specified points. 
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Article X was proposed by the Governor of the Canal Zone and was 
supported by the Department of Defense. Consideration is being 
given to the possibility of replacing the Panama Railroad with a high- 
way, a part of which would follow the present railroad bed. Such a 
road would be entirely within the zone. It is desired that this road, if 
constructed, not become congested with heavy commercial transisth- 
mian traffic. Because of the provision of article VI of the 1903 con- 
vention which guarantees to Panama noninterference with “rights 
of way over the public roads passing through said zone” it is neces- 
sary to have the provision in the new treaty to enable the United 
States to restrict the use of such a highway by Panamanian buses and 
trucks. 

Article XI 

Article XI was peepee: by the Department of Defense. The 
commander in chief, Caribbean, collaborated in the formulation of 
its text. It grants to the United States permission to extend to 
military personnel of friendly third countries who are present in 
the Canal Zone under United States auspices the privilege of pur- 
chasing at post exchanges “small items of personal convenience and 
items necessary for premeeniney al use.” 

Article III of the 1936 general treaty specifies the categories of 
persons who are iat to the privilege of making purchases in 
the sales stores in the zone, including post exchanges. Foreign mili- 
tary personnel are not included within any of those categories. The 
inability to extend to visiting foreign military personnel of friendly 
third countries the privilege of making small purchases for their 
personal convenience in the post exchanges has been a source of 
¢mbarrassment to the United States Armed Forces. It is a tradi- 
tional practice among military services that facilities of this kind 
are made available to visiting personnel of friendly powers. It was 
proposed, and Panama agreed, that there should be included in the 
new treaty a provision in effect modifying the provisions of the 1936 
treaty to make this possible. 

Article XII 

Article XIT is in accord with a proposal made by Panama. Its 
provisions are to become effective December 31, 1956. 

The effect of the first paragraph is to withdraw the privilege of 
making purchases in the commissaries and other sales stores in the 
zone from all those persons now authorized to make purchases who 
do not reside in the zone and who are not United States citizens, 
except as to members of the United States Armed Forces. The same 

category of persons will also be deprived of the privilege of making 
importations into the zone. If they are not permitted to purchase 
imported items in the commissaries, it logically follows that they 
should not be permitted to import similar items into the zone from 
abroad. This should, of course, benefit the Panamanian economy. 
The first paragraph has the effect of modifying article ITI of the 
1936 general treaty in respect of the categories of persons entitled 
to the privilege of making purchases in the sales stores in the zone. 

The second paragraph “has the effect of w ithdrawing from em- 


ployees of zone agencies who reside or sojourn in territory under 


Panamanian jurisdiction, other than United States citizens, the 
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privilege of importing merchandise into Panama free of duty. It 
would be inconsistent to continue such a privilege for that category 
of persons after their import and commissary purchasing privileges 
in the zone had been withdrawn. Article [V of the 1936 general 
treaty accords them the privilege of duty-free import into Panama. 
The second paragraph is in effect, therefore, a modification of the 
1936 treaty in this respect. 

United States citizen employees of zone agencies and members of the 
United States Armed Forces, who reside within territory under Pana- 
manian jurisdiction, are not affected by these provisions. In addition, 
persons who are citizens of countries other than the United States and 
Panama who are authorized to reside and actually reside in the Canal 
Zone are not affected. 

Article XIT as a whole has the effect of placing non-United States 
citizen employees of zone agencies who reside within territory under 
Panamanian jurisdiction on a par with other non-United States citizen 
residents of Panama, divesting them of the privileged status they now 
enjoy with respect to purchases i in Canal Zone commissaries and duty- 
free imports. 


Article XIII 
Article XIII is a procedural article and provides that the treaty shall 
be subject to ratification, that the instruments of ratification shall be 


exchanged at Washington, and that the treaty shall enter into force on 
the date of such exchange. 


THE MEMORANDUM 


The memorandum of understandings reached deals with various 
administrative and policy matters which were the subject of discussion 
in the course of the treaty negotiations. It sets forth arrangements, 
procedures, and policies which will not become effective at least until 
the treaty enters into force. It is divided into two parts: the first, 
dealing with undertakings by the United States and, the second, deal- 
ing with undertakings by Panama. 

United States undertakings —The undertakings on the part of the 
United States are enumerated as follows: 

Item 1 

This item deals with employment practices of Canal Zone agencies as 
they relate to the employment of Panamanian citizens. 

For some time Panamanian authorities have made it clear that they 
consider the United States labor practices in the zone to be discrimina- 
tory. The Canal Zone Government and the Panama Canal Company 
have followed the pr actice of dividing positions into two categories, 
namely, “U. S. rate” and “local rate”. Non-United States citizens, 
however, are eligible for “U. S. rate” positions, if qualified, and when 
put into such positions are paid at the same rate as United — 
citizens but without the differential provided for the latter. Under 
this system there is little or no discrimination in fact, but the se ‘para- 
tion of positions into the two categories gives rise to an implication of 
discrimination. 

The Armed Forces agencies have maintained a dual-wage system 
whereby all jobs, from lowest to highest, have two wage rates in 
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accordance with its worldwide policy, namely, one for United States 
citizens (“U. S. rate”) and one for non-United States citizens (“local 
rate”). 

Since the extension in 1942 (56 Stat. 13) of the Civil Service Retire- 
ment Act (46 Stat. 468; 5 U.S. C. 691) to non-United States citizen 
employees of the Government who were not already covered by an- 
other retirement system, non-United States citizen employees of the 
Armed Forces in the Canal Zone have been covered by that act. Non- 
United States citizen employees of the Canal Company and Canal 
Zone Government are not, however, covered by that act. In 1937 the 
so-called “Cash Relief Act” was enacted (50 Stat. 478). providing 
for poymne nt of gratuities to superannuated and disabled employees 
of the Company or Government on a graduated basis in accordance 
with leneth of service. This was held to be a “retirement system” 
and accordingly these employees were not brought within the scope of 
the Civil Service Retirement Act amendment a 1942. While this 
s a noncontributory system, the benefits under the “Cash Relief Act” 
are substantially lower than those under the Retirement Act. Panama 
has complained that superannuated employees of the C ompany or 
Government frequently become public charges in Panama and that 
there is discrimination because such employees who are Panamanians 
are not treated on a basis of equality with United States citizen em- 
ployees with respect to retirement benefits. 

In an exchange of notes dated March 2, 1936, ancillary to the 1936 
general treaty, it was stated that the United States— 
will favor the maintenance, enforcement, or enactment of such provisions, con- 
sistent with the eflicient operation and maintenance of the Canal and its auxil- 
iary works and their effective protection and sanitation, as will assure to 
Panamanian citizens employed by the Canal or the Railroad equality of treat- 
ment with employees who are citizens of the United States of America. 

The joint statement issued October 1, 1953, by the President of the 
United States and the President of Panama, upon the occasion of a 
state visit by the latter to the United States, refers to this matter in 
the following words: 

We have equally agreed that inasmuch as the two countries have a mutual 
ind vital interest in the work of the Panama Canal, the principle of equality 
of opportunity ané treatment must have full effect in regard to the citizens of 
Panama and the United States employed in the Canal Zone as set forth in the 
exchange of notes of March 2, 1936, on this subject and that wherever circum- 
stances should be found which in any manner interfere with the observance of 
that principle, appropriate measures will be taken by the United States. 

In the course of extended consultation between the agencies con- 
cerned, it was concluded that a system should be developed under 
which the appearance of discrimination, as exemplified by the distine- 
tions between “U.S. rate” and “local rate”, should be abolished ; that 
retirement benefits should be made uniform; and that in all practica- 
ble ways the principle of equality of opportunity and treatment should 
be given full effect as between Panamanian citizens and United States 
citizens with respect to employment by all United States agencies in 
the Canal Zone. 

Subject to the enactment of the necessary legislation by the Con- 
gress, the following precepts are set forth in item 1 to govern the 
iabor practices of all United States agencies in the Canal Zone: 

(a) All positions will have a basic wage level, the same for all 
employees eligible for appointment thereto without regard to United 
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States or Panamanian citizenship. In the case of an employee who 
is a United States citizen, however, there will be added an increment 
representing an overseas differential plus an allowance for those ele 
ments which operate to reduce the disposable income of such an em 
ployee as compared with an employee who is a resident of the area. 
The United States citizen will also, for obvious reasons, be eligible for 
creater leave benefits and travel allowances. 

(>) Legislation will be sought for uniform application of the Civil 
Service Retirement Act to all United States and Panamanian citizen 
employees of this Government in the Canal Zone. 

(c) Equality of opportunity will be afforded to Panamanian citi 
zens for employment in all United States Government positions in 
the Canal Zone for which they are qualified except where security 
factors serve to make undesirable the employment of non-United 
States citizens. Positions will be evaluated, classified, and titled with 
out regard to the nationality of the incumbent or prospective 
incumbent. 

(7) Panamanian citizens will be afforded opportunity to partici 
pens in such training programs as may be conducted for gb sloyees 
by United States agencies in the Canal Zone. 

It is considered that elimination of the appearance of discrimina- 
tion is in the interest of the United States, not only in its relations 
with Panama but also in regard to its position throughout Latin 
America. 


Item 2 

In this item are listed the lands and improvements which, subject 
to the enactment of legislation by the Congress, are to be transferred 
to the Republic of Panama pursuant to article V of the new treaty. 
With respect to those cases where transfers are not to be made im- 
mediately upon enactment of the necessary legislation, the conditions 
governing the transfers are set forth. 


[tem 3 
This item is responsive to a Panamanian request for exemption 
from the provisions of the “Buy American Act.” It specifically ex- 


empts from the application of that act articles, materials, and supplies 
mined, produced, or manufactured in the Republic of Panama when 
purchased for use in the Canal Zone. 

In the joint statement of October 1, 1953, hereinbefore mentioned, 
the President of the United States and the President of Panama 
stated : 

We have agreed that these basic principles applicable to the relations between 
the 2 countries should have as a consequence the adoption of measures tending 
to make them more effective to the end that there should be an equitable bene 
fiting of the 2 nations which made possible the construction of a canal as well 
as an enabling of the commerce and industry of Panama to take advantage of 
the market offered by the Canal Zone and by the ships transiting the canal. 

It is believed to be in the interest of the United States to assist 
Panama in every appropriate way to develop its economy and thus 
to promote g oreater economic and ‘politic al stability in that str: ategic 
area, and that Panama should be afforded the fullest possible op por- 
tunity to benefit from the existence of the Canal Zone market consist- 
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ent with the public interest of the United States and the interests of 
individual consumers in the zone. 

It is considered that, within the limits stated in item 3, administra- 
tive exemption from application of the “Buy American Act” is con- 
sistent with the public interest of the United States and will serve as 
concrete evidence of the disposition of this Government to remove 
restrictions on Panama’s opportunities to supply the Canal Zone mar- 
ket. The effect of the exemption is to eliminate the differential now 
applied to Panamanian products and thus to place Panama in a more 
advantageous position to compete with other potential suppliers of 
the zone and it is in conformity with the spirit of the 1936 general 
treaty and the joint Presidential statement of October 1, 1953. 


Item 4 

This item sets forth an undertaking by the United States to with- 
draw from the business of selling supplies to ships in the Canal Zone, 
with certain exceptions applying to ships operated by or for the 
account of the United States Government, the sale of fuel and lubri- 
cants, and the sale of ships’ stores to ships under repair. The Pana- 
manian complaint that the United States Government, by means of 
the Panama Canal Company, is in competition with Panamanian 
commerce in connection with the supplying of ships transiting the 
canal, has long been a source of friction between the two countries. 
The United States has had no desire for this business, as such, but 
in the past has considered that Panama was not in a position to guar 
antee the regular availability of supplies for ships using the canal. 
This matter was touched upon in article III of the 1936 general treaty. 
One of the exchanges of notes ancillary to that treaty set forth an 
arrangement under which the United States withdrew from the sale 
of “luxury” or “tourist” goods to ships and, with respect to ‘ 
stores,” undertook to charge the full retail price to ships, adding a 
surcharge, where necessary, in order to afford Panamanian merchants 
a fair opportunity to sell on equal terms. The arrangement provided, 
moreover, that whenever, and for as long as, it was determined that 
Panamanian merchants were able to furnish certain articles of “sea 
stores” in satisfactory quantities and qualities and at reasonable prices, 
the Canal Zone commissaries would refrain from selling like articles 
to ships. The Panamanians did not endeavor to any great extent to 
gain the benefits of that arrangement and have continued to contend 
that their merchants cannot develop the necessary facilities and re- 
sources to enable them to take over such business while faced with the 
hreat of “competition” by the Canal Zone commissaries. 

As a result of thorough consideration of this matter, it has been 
concluded that under present-day circumstances shipping is not de- 
pendent upon sources of supply in the Canal Zone, with the excep- 
tions stated in item 4, and that if Panamanian merchants could not 
supply ships transiting the canal with the articles desired, such articles 
could be obtained elsewhere without prejudice to safety or the welfare 
of passengers and crews. It is considered that item 4 fully protects 
essential United States interests. 

Item 6 

This item stipulates that legislative authorization and necessary 

appropriations will be sought for construction of a bridge at Balboa, 
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referred to in point 4 of the 1942 general relations agreement, as 
follows : 

The Government of the United States is well aware of the importance to the 
Government and the people of Panama of constant and rapid communication 
across the Panama Canal at Balboa and is willing to agree to the construction 
of a tunnel under or a bridge over the canal at that point, when the present 
emergency has ended. Pending the carrying out of this project, the Government 
of the United States will give urgent attention, consistent with the exigencies 
of the present emergency, to improving the present ferry service. 

In effect, the United States is expressing, as a matter of good faith, 
its determination to discharge the commitment which it made in 1942. 
Incidentally, construction of the proposed bridge will permit the 
termination of the present Thatcher Ferry, which is operated at con- 
siderable expense to this Government. 

Draft legislation looking toward the construction of a bridge at 
Balboa has been prepared by the Governor of the Canal Zone and 
forwarded to the Bureau of the Budget. It is expected that it will be 
recommended to the 84th Congress. 

Ite mo 

The undertaking in item 6 is to withdraw from persons employed 
by zone agencies, who are not citizens of the United States and who do 
not actually reside in the zone, the privilege of availing themselves 
of services offered in the zone, thus requiring them to purchase the 
services they desire within the Panamanian economy. Taken together 
with article XTI of the treaty, so far as concerns this group of residents 
of Panama, the appearance of competition with Panamanian business 
interests by Canal Zone agencies will be removed. 

[tem?7 

This item is a statement of administrative policy that Panama 
Canal agencies and the Armed Forces in the Canal Zone, in making 
purchases of supplies, materials, and equipment, will continue, so far 
as permitted under United States legislation, to afford to the economy 
of the Republic of Panama full opportunity to compete for such 
business. 

Panama proposed that the United States formally agree that all 
items needed or desired either by individuals or for the maintenance, 
functioning, and defense of the Panama Canal (except war materiel) 
would be purchased by the Government of the United States from 
Panamanian production, commerce, and industries, subject to certain 
provisos with respect to price, quality, and availability. This pro- 
posal was presented as implementing the general proposition that the 
commerce and industry of Panama should be enabled to take advantage 
of the market offered by the Canal Zone. 

While the United States retains a continuing interest in the de velop- 
ment of the Panamanian economy and the prosperity of the Pana- 
manian people, it could not agree to a subsidization of the Panamanian 
economy at the expense of individuals residing .n the zone or in con- 
nection with the importation of materials required for the mainte- 
nance, operation, and defense of the canal. Therefore, the declara- 
tion set forth in item 7 represents the full extent to which the interested 
agencies of this Government considered it feasible to go in this matter. 
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Ite 7. 8 


This item, treating of the matter of imports itions of items of mer- 
chandise for res: aia in sales stores in the zone, is partially responsive to 
the Panamanian desire to limit the duty-free importation of merchan- 
dise from various sources for resale 1 In the post exchanges and commis- 
saries in the Canal Zone. Panama has complained that such imports 
constitute unfair competition with Panamanian merchants who must 
pay Panamanian duty on like articles. 

The undertaking in item 8 was drafted with a view to alleviating 
irritations which have arisen with respect to the sale in the zone of 
so-called luxury items. Panama is not given a monopoly over sales 
of the kind to which this item relates, and in certain circumstances the 
zone agencies retain their freedom to acquire desired items elsewhere. 

As noted hereinbefore, under article XII of the new treaty import 
privileges will be withdrawn from nonresident, non-United States 
citizen employees. No limitation is placed or conte mplated, however, 
on the import pr vileges of United States citizen employees of zone 
agencies, whether resident in the zone or within territor y under Pana 
manian jurisdiction, or other employees who continue to reside in the 
Zone. 


Item 9 


This item is a statement of administrative policy to terminate the 
manufacturing and processing of goods for sale to or consumption by 
individuals, now carried on by pe Panama Canal Company, whenever 
and for so long as such goods, or particular classes thereof, are deter- 
mined by the United States to be available from Panamanian sources 
on a continuing basis, in satisfactory qualities and quantities and at 
reasonable prices. 

At present a wide range of consumer items is manufactured or proc- 
essed in the zone by the Panama Canal Company. At the time of the 
inception of these manufacturing and processing activities of the Com- 
pany, the needs which they were designed to meet could not otherwise 
be filled satisfactorily.. In recent years, however, facilities have be- 
come established in the Republic of Panama which, in some cases, are 
capable of meeing the demand of the local market both within and 
outside the Canal Zone. 

There has been strong pressure from Panamanian industry and 
commerce for withdrawal of the United States from such activities 

in order that the Panamanian economy may gain additional benefit 
from the zone sageneey The only concern of the United States in 
this matter is to protect the interests of residents of the zone by 
assuring that the y may have in continuing availability, in good quality 
and at reasonable prices, items necessary for their health and comfort. 
Withdrawal from this field of activity, with necessary safeguards, is 
in accord with repeated declarations that it is not the intent of the 
United States to compete with Panamanian industry and commerce. 


Item 10 


This item assures that prompt consideration will be given by the 
United States to withdrawing from the handling of commercial cargo 
for transshipment on Canal Zone piers as soon as Panamanian port 
facilities are in satisfactory operation in Colén. 
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This undertaking arises from the Panamanian aspiration to have 
port facilities in Colén, separate from those in the Canal Zone, which 
would give Panama a port of its own for oceangoing vessels. Without 
the commercial transshipment business, such facilities would not be 
economically feasible. 

The interested agencies concluded that it would be appropriate for 
the United States to discontinue the handling of commercial trans- 
shipment on Canal Zone piers at such time as Panama acquires ade- 
quate port facilities of its own. Such action would be in accord with 
the general policy of the United States to avoid, when consistent with 
United States interests, using zone facilities in such a manner as to 
give the appearance of commercial competition with Panama. 

It will be observed, however, that this declaration was carefully 
drafted to avoid giving Panama a hard-and-fast commitment. While 
the Panama Canal Company and the other interested agencies were 
in full agreement as to the appropriateness of United States with- 
drawal from the commercial transshipment business whenever Panama 
should acquire its own facilities, it was considered necessary to with- 
hold some discretion to deal with cases of mixed cargo. That problem 
would arise in the case of a ship arriving with the principal amount 
of its cargo destined for the Canal Zone and a small part destined for 
transshipment. If there existed an absolute requirement that all 
commercial transshipment cargo had to be handled at Panamanian 
piers, such a ship would ineur additional charges in moving to the 
Panamanian pier which would be entirely disproportionate to the 
amount of cargo involved. 


ltem 11 
This item states that the term “auxiliary works” as used in the 
treaty includes the United States Armed Forces. This results from 


the Panamanian desire that it be made clear that « ae employees 
of the Armed Forces agencies in the Canal Zone are included within 
the group which may be taxed by Panama under stints Il of the 
aie 

1p hr asing article If of the treaty it was considered desirable to 
Mw. the wording of article X of the 1903 convention in refe rring 
to the employees who were to be made subjec t to Panamanian income- 
tax legislation, namely, “who are employed in the service of the canal, 
the railroad, or auxili: ary works.” Article X of the 1903 convention 
does not seoiaiia ally mention Armed Forces agencies, although it is 
considered that the term “auxiliary works” includes the Armed Forces 
agencies. Item 11 was included to make this clear. 

Panamanian undertakings—The undertakings on the part of 
Panama are enumerated in the memorandum of understandings 
reached as follows: 

Item 1 


As one of the benefits accruing to the United States from the nego- 
tiations, Panama agrees to lease to the United States, free of all cost 
and for a per iod of 99 years, 2 small parcels of land (designated i 
map SGN-9-54, dated ‘November 19, 1954, with accompanying i. 
scriptions, annexed to the memorandum) contiguous to the Embassy 
residence in the city of Panama. 
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The first parcel has an approximate area of 8,590 square meters 
and is needed for the protection of the residence site. Possession of 
the area is considered necessary in order that measures can be taken, 
including erection of a fence, to prevent possible serious landslides 
affecting the residence aia 

The second parcel has an approximate area of 4,515 square meters 
and is desired to give additional width to the Embassy property. 


Item 2 

As a further benefit to the United States from the negotiations, 
Panama agrees that a smal] area (designated in map SGN-6-54, 
dated October 1954, with accompanying description, annexed to the 
memorandum) lying in front of the Embassy office building site, 
between the street and the Bay of Panama, will be preserved per- 
manently as a park and not be developed for commercial or resi- 
dential purposes. 


Item 3 


Resulting from a request by the Department of the Army, and as 
another benefit to the United States from the negotiations, Panama 
agrees that it will grant a reduction of 75 percent in the Panamanian 
import duty on alcoholic bever ages which are sold in Panama for im- 
portation into the Canal Zone pursuant to, and during the continuance 
in effect of, Executive Order 6997 of March 25, 1! 135, governing the 
importation of alcoholic beverages into the Canal Zone. 

The effect of the cited Executive order was that, as a matter .of 
policy, the United States decided, unilaterally, not to exercise its 
right or to permit organizations or individuals in the Canal Zone to 
exercise the right to import freely alcoholic beverages in the same 
manner as other items are imported. As a result of this policy, all 
alcoholic beverages containing more than 3.2 percent of alcohol by 
weight for use in the zone must be purchased from Panamanian deal- 
ers. This has caused resentment on the part of United States per- 
sonnel serving in the Canal Zone, in view of the fact that Panamanian 
taxes are included in the prices they must pay for such beverages. 


Item 4 


Under article VIII of the new treaty, the United States is to have 
exclusive use of a reserved area in the Rio Hato region for training 
and maneuvers of its Armed Forces. Owing to the existence of a 
provision in the Constitution of Panama that all beach areas shall 
remain open to free public access and use, the boundaries of the Rio 
Hato training and maneuver area had to be so drawn as to exclude 
the beach areas. Item 4 makes it clear that, subject to the public 
use of such beach areas, the United States shall have free access 
thereto for purposes connected with training and maneuvers. 

Effective date—It is provided that the memorandum of under- 
standings reached shall enter into force upon the exchange of instru- 
ments of ratification of the treaty. 
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TREATY OF MUTUAL UNDERSTANDING AND COOPERA- 
TION BETWEEN THE UNITED STATES OF AMERICA 


AND THE REPUBLIC OF PANAMA 


The President of the United States of America and the President of 
the Republic of Panama, desirous of concluding a treaty further to 
demonstrate the mutual understanding and cooperation of the two 
countries and to strengthen the bonds of understanding and friendship 
between their respective peoples, have appointed for that purpose as 
their respective Plenipotentiaries : 

The President of the United States of America: 

Selden Chapin, Ambassador Extraordinary and Plenipoten- 
tiary of the United States of America to the Republic of 
Panama, 

The President of the Republic of Panama: 

Octavio Fabrega, Minister of Foreign Relations of the Re- 

public of Panama, 


who, having communicated to one another their respective full powers, 
found in good and due form, and recognizing that neither the pro- 
visions of the Convention signed November 18, 1903, nor the General 
Treaty signed March 2, 1936, nor the present Treaty, may be modified 
except by mutual consent, agree upon the following Articles: 


ARTICLE I 


Beginning with the first annuity payable after the exchange of 
ratifications of the present Treaty, the payments under Article XIV 
of the Convention for the Construction of a Ship Canal between the 
United States of America and the Republic of Panama, signed Novem- 
her 18, 1903, as amended by Article VII of the General Treaty of 
Friendship and Cooperation, signed March 2, 1936, shall be One 
Million Nine Hundred Thirty Thousand and no/100 Balboas 
(B/1,930,000) as defined by the agreement embodied in the exchange 
of notes of March 2, 19: 36, between the Secret ary of State of the U nited 
States of America and the Members of the Panamanian Treaty Com- 
mission. The United States of America may discharge its obligation 
with respect to any such payment in any coin or currency, provided 
the amount so paid is the equivalent of One Million Nine Hundred 
Thirty Thousand and no/100 Balboas (B/1,930,000) as so defined. 

On the date of the first payment under the present Treaty, the pro- 
visions of this Article shall puperenn the provisions of Article VII 
of the General Treaty signed March 2, 1936. 

Notwithstanding the provisions of this Article, the High Contract- 
ing Parties recognize the absence of any obligation on the part of 
either P: arty to : alter the amount of the annuity. 


ARTICLE II 


(1) Notwithstanding the provisions of Article X of the Convention 
signed November 18, 1903, between the United States of America and 
the Republic of Panama, the United States of America agrees that the 
Republic of Panama may, subject to the provisions of paragraphs (2) 
and (3) of this Article, impose taxes upon the income (including in- 
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come from sources within the Canal Zone) of all persons who are 
employed in the service of the Canal, the railroad, or auxiliary works, 
whether resident within or outside the Canal Zone, except: 
(a) members of the Armed Forces of the United States of 
America, 
(b) citizens of the United States of America, including those 
who have dual nationality, and 
(c) other individuals who are not citizens of the Republic of 
Panama and who reside within the Canal Zone. 

(2) It is understood that any tax levied pursuant to paragraph 
(1) of this Article shall be imposed on a non-discriminatory basis 
and shall in no ease be ij impose d at a rate higher or more burdensome 
than that applicable to income of citizens of the Republic of Panama 


vene rally. 

(3) The Republic of Panama agrees not to impose taxes on pen- 
sions, annuities, relief payments, or other similar payments, or pay- 
ments by way of compensation for injuries or death occurring in con- 
nection with, or incident to, service on the Canal, the railroad, 
auxiliary works paid to or for the benefit of members of the Ata 
Forces or citizens of the United States of America or the lawful bene- 
ficiaries of such members or citizens who reside in territory under 
the jurisdiction of the Republic of Panama. 

The provisions of this Article shall be operative for the taxable 
years beginning on or after the first day of January following the 
year in which the present Treaty enters into force. 


ARTICLE III 


Subject to the provisions of the succeeding paragraphs of this 
Article, the United States of America agrees that the monopoly 
granted in perpetuity by the Republic of Panama to the United 
States for the construction, maintenance and operation of any system 
of communication by means of canal or railroad across its territory 
between the Caribbean Sea and the Pacific Ocean, by Article V of 
= Convention signed November 18, 1903, shall be abrogated as of 

he effective date of this Treaty in so far as it pertains to the construc- 
tion, maintenance and operation of any system of trans-Isthmian com- 
munication by railroad within the territory under the jurisdiction of 
the Republic of Panama. 

Subject to the provisions of the succeeding paragraphs of this 
Article, the United States further agrees that ‘the exclusive right to 
establish roads across the Isthmus of Panama acquired by the United 
States as a result of a concessionary contract granted to the Panama 
Railroad Company shall be abrogated as of the date of the entry into 
force of this Treaty, in so far as the right pertains to the establish- 
ment of roads within the territory under the jurisdiction of the 
Re pu iblie of Panama. 

In view of the vital interest of both countries in the effective pro- 
tection of the Canal, the High Contracting Parties further agree that 
such abrogation is subject to the understanding that no system of 
inter-oceanic communication within the territory under the jurisdic- 
tion of the Republic of Panama by means of railroad or highway may 
be financed, constructed, maintained, or operated directly or indi- 
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rectly by a third country or nationals thereof, unless in the opinion 
of both High Contracting Parties such financing, construction, main 
tenance, or operation would not affect the security of the Canal. 

The High Contracting Parties also agree that such abrogation as is 
contemplated by this Article shall in no wise affect the maintenance 
and operation of the present Panama Railroad in the Canal Zone and 
in territory subject to the jurisdiction of the Republic of Panama. 


ARTICLE IV 


The second paragraph of Article VII of the Convention signed 
November 18, 1903, having to do with the issuance of, compliance with, 
and enforcement of, sanitary ordinances in the Cities of Panama and 
Colén, shall be abrogated in its entirety as of the date of entry into 
force of this Treaty. 

ARTICLE V 


The United States of America agrees that, subject to the enactment 
of legislation by the Congress, there shall be conveyed to the nr geo 
of Panama free of cost all the right, title and interest held by the 
United States of America or its agencies in and to certain lands and 
improvements in territory under the jurisdiction of the Republic of 
Panama when and as determined by the United States to be no longer 
needed for the operation, maintenance, sanitation or protection of the 
Panama Canal or of its auxiliary works, or for other authorized pur- 
poses of the United States in the Republic of Panama. The lands 
and improvements referred to in the preceding sentence and the deter 
minations by the United States of America respecting the same, sub- 
ject to the enactment of legislation by the Congress, are designated 
and set forth in Item 2 of the Memorandum of Understandings 
Reached which bears the same date as this Treaty. The United States 
of America also agrees that, subject to the enactment of legislation by 
the Congress, there shall be conveyed to the Republic of Panama free 
of cost all its right, title and interest to the land and improvements 
in the area known as Parritia Pornt and that effective with such con- 
veyance the United States of America shall relinquish all the rights, 
power and eee granted to it in such area under the Convention 
signed November 1903. The Republic of Panama agrees to save 
the Government of the United States harmless from any and all claims 
which may arise incident to the conveyance of the area known as 
Pairm1a Pornt to the Republic of Panama. 


ARTICLE VI 


Article V of the Boundary Convention, signed September 2, 1914, 
between the United States of America and the Republic of Panama, 
shall be replaced by the following provisions: 

“Tt is agreed that the permanent boundary line between the City 
of Colén (including the Harbor of Colén, as defined in Article VI 
of the paaiee Convention of 1914, and other waters adjacent 
to the shores of Colén) and the Canal Zone shall be as follows: 

Beginning at an unmarked point called “E”, located on the 
northeasterly boundary of the Colén Corridor (at its Colén 
extremity), the geodetic position of which referred to the 
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Panama-Col6n datum of the Canal Zone triangulation system, is 
in latitude 9° 21’ N. plus 0.00 feet (0.000 meters) and longitude 
79° 54’ W. plus 356.09 feet (108.536 meters). 

Thence from said initial point by metes and bounds: : 

Due East, 2662.83 feet (811.632 meters), along North latitude | 
9° 21’ plus 0.00 feet (0.000 meters), to an unmarked point in Folks 
River, called “F”, located at longitude 79° 53’ W. plus 3700.00 
feet (1127.762 meters) ; 

N. 36° 36’ 30” E., 2616.00 feet (797.358 meters). to an unmarked 
point in Manzanillo Bay, called “G” ; 

N. 22° 41’ 30°" W., 1192.00 feet (363.322 meters). to an un- 
marked point in Manzanillo Bay, called “H”; 

N. 56° 49’ 00° W., 777.00 feet (236.830 meters), to an un- 
marked point in Manzanillo Bay, called “I”; 

N. 29° 51’ 00°’ W., 2793.00 feet (851.308 meters), to an un- 
marked point in Manzanillo Bay, called “J”: 

N. 50° 56’ 00’ W., 3292.00 feet (1003.404 meters), to an un- 
marked point in Limon Bay, called “IX”; 

S. 56° 06’ 11’ W., 4258.85 feet (1295.100 meters), to an un- 
marked point in Limon Bay, called “L”, which is located on the 
northerly boundary of the Harbor of Colon. 

Thence following the boundary of the Harbor of Coldn. as 
described in Article VI of the Boundary Convention signed Sep- 
tember 2, 1914, to monument “D’”, as follows: 

N. 78° 30’ 30’ W., 2104.73 feet (641.523 meters), on a line to the 
light house on Toro Point, to an unmarked point in Limon Bay, 
called *“M”, located 330 meters or 1082.67 feet easterly and at right 
angles from the centerline of the Panama Canal; 

S. 00° 14’ 50°’ W., 3074.46 feet (937.097 meters), parallel to and 
330 meters or 1082.67 feet easterly from the centerline of the 
Panama Canal, to an unmarked point in Limon Bay, called “N”; 

S. 78° 30’ 30” E., 3952.97 feet (1204.868 meters), to monument 
“D’", which is a concrete monument, located on the easterly shore 
of Limon Bay. 

Thence following the boundary between the City of Colon and 
the Canal Zone, as described in Article V of the Boundary Con- 
vention signed September 2, 1914, to monument “B” as follows: 

S. 78° 30’ 30° E., 258.65 feet (78.837 meters) through monu- 
ments Nos. 28 and 27 which are brass plugs in pavement, to 
monument “D” which is a concrete monument, the distances 
being 159.96 feet (48.756 meters), 28.26 feet (8.614 meters), and 
70.43 feet (21.467 meters), successively, from beginning of the 
course ; 

N. 74° 17’ 35” E., 533.60 feet (162.642 meters), along the 
centerline of Eleventh Street, through monuments Nos. 26, 25, 
24 and 23, which are brass plugs in the pavement, to “C”, which 
is an unmarked point beneath the clock pedestal on the center- 
line of Bolivar Avenue, the distances being 95.16 feet (29.005 : 
meters), 91.02 feet (27.743 meters), 166.71 feet (50.813 meters), . 
158.66 feet (48.560 meters) and 22.05 feet (6.721 meters), suc- 
cessively, from beginning of the course; 

S. 15° 58’ 00” E., 965.59 feet (294.312 meters), along the cen- 
terline of Bolivar Avenue, through monuments Nos. 22, 21, 20 
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and 19, which are brass plugs in the pavement, to monument 
“B", which is a brass plug, the distanc es being 14.55 feet (4.544 
meters), 143.15 feet (43. 626 meters), 238.77 feet (72.777 meters), 
326.77 feet (99.600 meters) and 249.57 feet (73.935 meters), suc- 
cessively from beginning of the course. (Monument “B” is the 
point of beginning referred to in Article I of the ron nw Sa 
between the United States of America and the Republic of Par 
ama regarding the Colén Corridor and certain other ¢ Reridens 
through the Canal Zone, signed at Panama on May 24, 1950.) 

Thence following the boundary between the City of Col6én and 
the Canal Zone, to monument “A”, as described in Article I of the 
Corridor Convention referred to in the next-preceding paragraph : 

S. 15° 57’ 40’" E., 117.10 feet (35.692 meters) along the center- 
line of Bolivar Avenue to Monument No. A-8, which is a brass 
plug located at the intersection with the centerline of 14th Street 
projected westerly, in North latitude 9° 21’ plus 1356.18 feet 

= 364 meters) and West longitude 79° 54’ plus 1862.57 feet 

712 meters) ; 
N. 73° 59’ 35”’ E.. 172.12 feet (52.462 meters) along the center 
line of 14th Street to Monument No. A-7, which is a brass plug 
located at the intersection with the line of the west curb of Boun 
dary Street projected northerly in North latitude 9° 21’ plus 
1403.64 feet (427.830 meters) and West longitude 79° 54’ plus 
1697.12 feet (517.283 meters) ; 

Southerly along the westerly curb of Boundary Street and its 
prolongation to Monument No. A-4, which is a brass plug lo 
cated at the intersection of two curves, in North latitude 9° 21’ 
plus 835.47 feet (254.042 meters) and West longitude 79° 54’ 
plus 980.94 feet (298.991 meters) (this last mentioned course 
passes through a curve to the left with a radius of 40.8 feet (12.436 
meters) and the intersection of its tangents at point A—6 in North 
latitude 9° 21’ plus 1306.23 feet (398.140 meters) and West longi 
tude 79° 54’ plus 1669.37 feet (508.25 meters), and a curve to the 
right with a radius of 1522 feet (463.907 meters) with the point 
of intersection of its tangents at point A—5 in North latitude 9 
21’ plus 958.14 feet (292.042 meters) and West longitude 79° 54’ 
plus 1105.89 feet (337.076 meters) ) ; 

Through a curve to the left with a radius of 262.2 feet (79.919 
meters) and the intersection of ria angents at point A-3 in North 
latitude 9° 21’ plus 769.07 feet 34.413 meters) and West longi- 
tude 79° 54’ plus 955.43 feet (301 216 meters); a curve to the 
right with a radius of 320.0 feet (97.536 meters) and the inter- 
section of its tangents at point A-2 in North latitude 9° 21’ plus 
673.38 feet (205.247 meters) and West longitude 79° 54’ plus 
836.40 feet (254.935 meters) ; and a curve to the left with a radius 
of 2571.5 feet (783.795 meters) and the intersection of its tan- 
gents at point A-1 in North latitude 9° 21’ plus 302.15 feet (92.096 
meters) and West longitude 79° 54’ plus 680.96 feet (207.557 
meters) to Monument No. “ A”, which is a 1-% inch brass plug 
located in the old sea wall, in North latitude 9° 21’ plus 45.60 
feet. (13.899 meters) and West longitude 79° 54’ plus 487.65 feet 
(148.636 meters) : 

S. 21° 34’ 50” W., 29.19 feet (8.897 meters), to an unmarked 
point called #1; 
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Southeasterly, 25.26 feet (7.090 meters), along a curve to the 
left with a radius of 2596.48 feet a 11.409 meters) (the chord 
of which bears S. 37° 28’ 20’’ E. .. 23.26 feet. (7.090 mete rs) to an 
unmarked voint called #2, located on the southwesterly boundary 
of the Colén Corridor at North latitude 9° 21’ plus 0.00 feet 
(0.000 meters) ). 

The directions of the lines refer to the true meridian. 

The above described boundary is as shown on Panama Canal 
Company drawing No. 6117-22, entitled “Boundar y Line Between 
the City of Colén and the Canal Zone”, scale 1 inch to 600 feet. 
dated December 23, 1954, prepared for the Canal Zone Govern 
ment, attached as an annex hereto and forming a part hereof.” 

Article VIII of the General Treaty signed March 2. 1936. as 
ame nded by Article III of the Convention between the United States 

America and the Republic of Panama regarding the Colén Cor 
se and certain other corridors through the Canal Zone. signed 
May 24, 1950, is hereby modified by removing from the ¢ ‘olén, or 
westerly, end of the Colén Corridor the portion thereof lying north 
of North latitude 9° 21’ and incorporating such portion within the 
boundary of the City of Colén as described above. 

This Article shall become effective upon completion of the with- 
drawal by the United States of America from the sections of the city 
of Colén known as New Cristobal, Colén Beach and the de Lesseps 
Area, with the exception of the lots retained for consulate purposes, 
except that it shall in no case become effective prior to the exchange 
of the instruments of ratification of this Treaty and the exchange of 
instruments of ratification of the Convention signed May 24, 1950, 
referred to in the preceding paragraph. 


ARTICLE VII 


The second paragraph of Article VII of the Boundary Convention 
signed September 2, 1914, between the United States of America and 
the Republic of Panama, shall be abrogated in its entirety as of the 
date of entry into force of the present Tre: saty. 

The landing pier situated in the small cove on the southerly side of 
Manzanillo Island, constructed pursuant. to provisions contained in 
the second paragraph of Article VII of the Boundary Convention of 
1914 between the two countries, shall become the property of the 
Government of the Republic of Panama as of the date of entry into 
force of the present Treaty. 


ARTICLE VIII 


(a) The Republic of Panama will reserve exclusively for the pur- 
pose of maneuvers and military training the area described in the 
maps (Nos. SGN-7-54 and SGN-8-54, eac ch dated November 17, 1954) 
and accompanying descriptions prepared by the Comisién Catastral 
of the Republic of Panama, attached as the Annex hereto, and will 
permit the United States of America, without cost and free of all 
encumbrances, exclusively to utilize said area for the indicated pur- 
pose for a period of fifteen (15) years, subject to extension thereafter 
as agreed by the two Governments. This authorization includes the 
free access to, egress from, and movements within and over, said area. 
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This utilization will not affect the sovereignty of the Republic of 
Panama, or the operation of the Constitution and the laws of the 
Republic over the mentioned area. 

(b) The United States Armed Forces, the members thereof and 
their families actually residing with them, and United States na- 
tionals who, in an official capacity, are serving with or accompanying 
the Armed Forces of the United States and members of their families 
actually residing with them will be exempted within the said area 
from all taxation by the Republic of Panama or any of its political 
subdivisions. 

(c) Prior to the expiration of the period envisaged in this Article 
and within a reasonable time thereafter the United States shall have 
the right to remove from this training and maneuver area, or other- 
wise to dispose of, without limitation or restriction all structures, 
installations, facilities, equipment and supplies brought into, or 
constructed or erected within this training and maneuver area by or on 
behalf of the United States. The Republic of Panama will not be 
required to reimburse the United States for any structures, installa- 
tions, facilities, equipment and supplies not removed or otherwise 
disposed of as provided herein. 

(d) The United States shall be under no obligation to restore this 
training and maneuver area or the facilities and installations thereon 
to their original condition upon the termination of this Article, except 
for the landing strip which will be returned in at least as good condi- 
tion as that obtaining at the time of coming into effect of this Article. 

(e) The provisions of this Article shall in no manner terminate 
or modify the provisions concerning the holding of military maneuvers 
in the Republic of Panama established by the Notes ancillary to the 
General Treaty signed March 2, 1936 other than as provided herein 
for this training and maneuver area. 


ARTICLE [IX 


The Republic of Panama hereby waives the right under Article 
XIX of the Convention signed November 18, 1903, to transportation 
by railway within the Zone, without paying See of any kind, 
of persons in the service of the Republic of Panama, or of the police 
force charged with the preservation of public ordi ‘outside of the 
Canal Zone, as well as of their baggage, munitions of war and supplies. 


ARTICLE X 


The High Contracting Parties agree that, in the event of the 
discontinuance of the Panama Railroad, and of the construction or 
completion by the United States of a strategic highway across the 
Isthmus lying wholly within the Canal Zone intended primarily for 
serving the operation, maintenance, civil government, sanitation and 
protection of the Panama Canal and Canal Zone, and notw ithstanding 
anything to the contrary in Article VI of the Convention sigend No- 
vember 18, 1903, the United States of America may in its discretion 
either prohibit or restrict the use, by busses or trucks not at the time 
engaged exclusively in the servicig of, or the tr ansportat ion of supplies 
to, installations, facilities or residents of the Canal Zone, of that por- 
tion of such highway which lies between Mount Hope, Canal Zone and 
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the intersection of such highway with the Canal Zone section of the 
Trans-Isthmian Highway referred to in the Trans-Isthmian Highway 
Convention between the United States of America and the Republic 
of Panama, signed March 2, 1936. 


ARTICLE XI 


The Republic of Panama agrees, notwithstanding the provisions of 
Article III of the General Treaty signed March 2, 1936, that the 
United States of America may extend the privilege of purchasing 
at post exchanges small items of personal convenience and items 
necessary for professional use, to military personnel of friendly third 
countries present in the Zone under auspices of the United States. 


ARTICLE XII 


The United States of America agrees that, effective December 31, 
1956, there will be excluded from the privilege of making purchases 
in the commissaries and other sales stores in the Canal Zone as well 
as the privilege of making importations into the Canal Zone all those 
persons who are not citizens of the United States of America, except 
members of the Armed Forces of the United States, and who do not 
actually reside in the Canal Zone but who are included in the cate- 
gories of persons authorized to reside in said Zone; it being under- 
stood nevertheless that all personnel of the agencies of the United 
States of America will be permitted under adequate controls to pur- 
chase small articles such as meals, sweets, chewing gum, tobacco and 
similar articles near the sites of their jobs. 

The United States of America further agrees that, effective Decem- 
ber 31, 1956, and notwithstanding the provisions of the first paragraph 
of Article IV of the General Treaty signed March 2, 1936, the Govern- 
ment of the Republic of Panama may impose import duties and other 
charges upon goods destined or consigned to panes, other than citi- 
zens of the United States of America, included in class (a) in Sec- 
tion 2 of Article III of said Treaty, who reside or sojourn in territory 
under the jurisdiction of the Republic of Panama during the per- 
formance of their service with the United States of America or its 
agencies, even though such goods are intended for their own use and 
benefit. 

ARTICLE XIII 


The present Treaty shall be subject to ratification and the instru- 
ments of ratification shall be exchanged at Washington. It shall 
enter into force on the date of the exchange of the instruments of 
ratification. 

In wiITNEss WHEREOF, the Plenipotentiaries have signed this Treaty 
in duplicate, in the English and Spanish languages, both texts being 
authentic, and have hereunto affixed their seals, 

Done at the City of Panama the 25th day of January 1955, 

For the United States of America: 

SeLpen Cuarrn [SEAL] 

For the Republic of Panama: 

Octavio FaBREGA [seat] 
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| The large-size maps, 6117-22, SGN-7-—54, and 


SGN-8-54, which appear at this place in the origi- 
nal document are not reproduced. 


AreEA RESERVED BY THE GOVERNMENT OF PANAMA IN THE Rio Haro 
District For Mirirary MANEUVERS AND TRAINING 


DESCRIPTION OF BOUNDARIES 
Parcel “4” 


Starting from triangulation station No. 514, the geodetic position 
of which is 8° 21’ plus 1,833.011 meters North Latitude and 80° 07’ 
plus 558.875 meters West Longitude, thence, in the direction of 
N-81°-05’—40’’-W, and at a distance of 554.614 meters, point “1—A” 
is reached, which is the starting point of Parcel “A”, the geodetic 
position of which is 8° 22’ plus 75.848 meters North Latitude and 
80° 07’ plus 1106.778 meters West Longitude. 

From point “1—A’’, in the direction of N-—72°-53’—02’’-E, and at 
a distance of 103.860 meters, point “2—-A” is reached, the geodetic 
position of which is 8° 22’ plus 106.415 meters North Latitude and 
80° 07’ plus 1007.518 meters West Longitude. 

From there, in the direction of N—59°-45’—52’’-E, and at a dis 
tance of 114.625 meters, point “3—A” is reached, the geodetic position 
of which is 8° 22’ plus 164.135 meters North Latitude and 80° 07’ 
plus 908.486 meters West Longitude. 

From there, in the direction of N-O07°-01’-52’’-E, and at a dis 
tance of 31.690 meters, point “4—A” is reached, the geodetic position 
of which is 8° 22’ plus 195.587 meters North Latitude and 80° 07’ 
plus 904.607 meters West Longitude. 

From there, in the direction of N-24°-11’-43’’-W, and at a dis- 
tance of 45.466 meters, point “5-A” is reached, the geodetic position 
of which is 8° 22’ plus 237.059 meters North Latitude and 80° 07’ 
plus 923.241 meters West Longitude. 

From there, in the direction of N-18°-59’-43’’—-W, and at a dis- 
tance of 96.681 meters, point “6-—A” is reached, the geodetic position 
of which is: 8° 22’ plus 328.475 meters North Latitude and 80° 07’ 
plus 954.710 meters West Longitude. 

From there, in the direction of N—19°-00’-23’’-W, and at a dis- 
tance of 385.681 meters, point “7—A” is reached, the geodetic position 
of which is 8° 22’ plus 692.688 meters North Latitude and 80° 07’ 
plus 1080.164 meters West Longitude. 

From there, in the direction of N-19°-01’-03’’-W, and at a dis. 
tance of 105.443 meters, point “8-A” is reached, the geodetic position 
of which is 8° 22’ plus 792.376 meters North Latitude and 80° 07’ 
plus 1114.523 meters West Longitude. 

From there, in the direction of N-30°-07’-23’’—W, and at a distance 
of 116.692 meters, point “9-A” is reached, the geodetic position of 
which is 8° 22’ plus 893.309 meters North Latitude and 80° 07’ plus 
1173.086 meters West Longitude. 

From there, in the direction of N-30°-12’-23’’-W, and at a distance 
of 160.814, point “10—A” is reached, the geodetic position of which is 
8° 22’ plus 1032.287 meters North Latitude and 80° 07’ plus 1253.994 
meters West Longitude. 
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From there. in the direction of N—16°-21’-42’’-W, and at a dis- 
tance of 819.778 meters, point “11—A” is reached, 50.00 meters from 
the axis of the Inter-American Highway, to the south of the latter, 
and to the west of “La Venta” highway, the geodetic position of 
which is 8° 22’ plus 1818.866 meters North Latitude and 80° 07’ plus 
1484.925 meters West Longitude. 

The sections described from point “3-A” to point “11—A” con- 
stitute the boundaries with the property of the La Venta Agricultural 
Company, Inc., and are west of La Venta highway. = 

From point “11—-A”, in the direction of S—84°-16’-47’"-W,, and 
at a distance of 1315.380 meters, point “12—A” is reached, the geodetic 
position of which is 8° 22’ plus 1688,257 meters North Latitude and 
80° 08’ plus 953.124 meters West Longitude. This section is south 
of the Inter-American Highway and runs parallel to 50.00 meters of 
the axis of the said highway. 

From point “12—A”, in the direction of S-77°-16’—44’’-W, and at a 
distance of 160.998 meters, point “13—A” is reached, the geodetic posi- 
tion of which is 8° 22’ plus 1652.804 meters North Latitude and 80° 08’ 
plus 1110.170 meters West Longitude. 

From there, in the direction of S-70°-52’-09’’—-W, and at a distance 
of 160.996 meters, point “14-A” is reached, the geodetic position of 
which is 8° 22’ plus 1600.041 meters North Latitude and 80° 08’ plus 
1262.275 meters West Longitude. 

From there, in the direction of S-64°-88’—52’’—-W, and at a distance 
of 168.510 meters, point “15-A” is reached, the geodetic position of 
which is 8° 22’ plus 1527.974 meters North Latitude and 80° 08’ plus 
1414.376 meters West Longitude, and is on the central line of the 
Farallon River south of the Inter-American Highway and 50.00 
meters from the latter’s axis. 

From point “15—-A”, toward the southeast, south and southwest, the 
central line of the Farallén River is followed downstream to point 
“16-A”, which is also in the center of the aforesaid river, and the 
geodetic position of which is 8° 21’ plus 1060.752 meters North Lati- 
tude and 80° OS’ plus 755.600 meters West Longitude. 

From there, in the direction of S-78°-57’-58”’ E, and at a distance 
of 54.419 meters, point “17—A” is reached, the geodetic position of 
which is 8° 21’ plus 1054.165 meters North Latitude and 80° 08’ plus 
721.817 meters West Longitude. 

From there, in the direction of S—76°-39’-23’’-E, and at a distance 
of 42.515 meters, point “18-A” is reached, the geodetic position of 
which is 8° 21’ plus 1044.553 meters North Latitude and 80° 08’ plus 
650.450 meters West Longitude. 

From there, in the direction of N—-63°—12’-17’’—E, and at a distance 
of 121.053 meters, point “19-A” is reached, the geodetic position of 
which is 8° 21’ plus 1098.924 meters North Latitude and 80° 08’ plus 
072.595 meters West Longitude. 

From there, in the direction of N-63°-27’-57’’—E, and at a distance 
of 88.616 meters, point “20—A” is reached, the geodetic position of 
which is 8° 21’ plus 1138.512 meters North Latitude and 80° 08’ plus 
493.113 meters West Longitude. 

From there, in the direction of N-63°-05’—07’’—E, and at a distance 
of 66.796 meters, point “2Z1-A” is reached, the geodetic position of 
whieh is 8° 21’ plus 1168.748 meters North Latitude and 80° 08’ plus 
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133.552 meters West Longitude. 
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From there, in the direction of N—56°-—40’—07’’—E, and at a distance 
of 133.414 meters, point “22—-A” is reached, the geodetic position of 
which is 8° 21’ plus 1242.056 meters North Latitude and 80° 08’ plus 
322.084 meters West Longitude. 

From there, in the direction of N—69°—03’—57’’—E, and at a distance 
of 92.935 meters, point “23—A” is reached, the geodetic position of 
which is 8° 21’ plus 1275.261 meters North Latitude and 80° 08’ plus 
235,283 meters West Longitude. 

From there, in the direction of N-44°—06’—52’’—E, and at a distance 
of 90.338 meters, point “94 A” is reached, the veodetic position of 
which is 8° 21’ plus 1340.119 meters North Latitude and 80° 08’ plus 
172.399 meters West Longitude. 

From there, in the direction of N—50°-46’—-22’’—E, and at a distance 
of 89.670 meters, point “O5-A” is reached, the ceocletic position of 
which is 8° 21’ plus 1396.826 meters North Latitude and 80° 08’ plus 
102.937 meters West Longitude. 

From there, in the direction of N—55°—51’—32"’—FE, and at a distance 
of 75.603 meters, point “26—-A” is reached, the geodetic position of 

vhich is 8° 21’ plus 1439.257 meters North Latitude and 80° 08’ plus 
10.364 meters West Longitude. 

From there, in the direction of N—60°—03’—17’’—E, and at a distance 
of 125.553 meters, point “OTA” is reached, the geodetic position of 
which is 8° 21’ plus 1501.930 meters North Latitude and 80° 07’ plus 
\767.402 meters West Longitude. 

From there, in the direction of N—59°—59’-32’’—-E. and at a distance 
of 120.126 meters, point “O8-A”’ is reached, the geodetic position of 
which is 8° 21’ plus 1562.007 meters North Latitude and 80° 07’ plus 
[663.162 meters West Longitude. 

From there, in the direction of N—59°-39’-47’’—E, and at a distance 
of 141.198 meters, point “29-A” is reached, the geodetic position of 
which is 8° 21’ plus 1633.324 meters North Latitude and 80° 07’ plus 
1541.298 meters West Longitude. 

From there. in the direction of N-49°—09’-27’’-F, and at a distance 
of 56.365 meters, point “30 A” is reached, the geodetic position of 
which is 8° 2i’ plus 1670.186 meters North Latitude and 80° 07’ 
plus 1498.657 meters West Longitude. 

From there, in the direction of N-55°-51’-02’’-E, and at a dis- 
tance of 101.515 meters, point “3 A” is reached, the geodetic posi- 
tion of which is 8° 21’ plus 1727.172 meters North Latitude and 
80° O07’ plus 1414.646 meters West Longitude. 

From there, in the direction of N—53°—01’—50’’_F, and at a distance 
of 126.847 meters, point “32—A” is reached, the geodetic position of 
which is 8° 21’ plus 1803.456 meters North Latitude and 80° 07’ plus 
1313.301 meters West Longitude. 

From there, in the direction of N-53°-—57’—52’’—E, and at a distance 
of 19.440 meters, point “33-A” is reached, the geodetic position of 
which is 8° 21’ plus 1814.892 meters North Latitude and 80° 07’ plus 
1297.581 meters West Longitude. 

From there, in the direction of N-62°-07’ EK, and at a distance 
of 181.090 meters, point “34-A” is reached, the geodetic position of 
which is 8° 22’ plus 56.378 meters North Latitude and 80° 07’ plus 
1137.502 meters West Longitude. 
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From there, in the direction of N-57°-38’-12’’-E, and at a distance 
of 36.374 meters, starting point “1—A” is res resthed, thus completing 
the perimeter of Parcel “A”. 

Points “16-A”, “17-A”, “18-A”, “19-A”, “90-A”, “91-A% “99-4 
and “23-A” were established in that position in order to exe lude from 
Parcel “A” the Pueblo de Pescadores [Fishermen’s Village] which is 
between the mouth of the Farallon River, the coast. and Parcel “A”. 

The area of Parcel “A”, calculated on the basis of surface measure- 
ments, is three hundred Sad twenty-one (321) hectares. 


Parcel “B” 


Starting from point “1-B”, the geodetic position of which is 8° 
22’ plus 1614.061 meters North Latitude and 80° 08’ plus 1466,230 
meters West Longitude, and which is located in the center of the 
Farallén River north of the Inter-American Highway and at a distance 
of 50.00 meters from the axis of the latter, a line parallel to the axis 
of the said highway is followed, in the direction of N-64°-88’—52’-E 
for a distance of 178.310 meters until point “2-B” is reached, the 
geodetic position of which is 8° 22’ plus 1690.410 meters North Lati- 
tude and 80° 08’ plus 1305.093 meters West Longitude. 

From there, in ‘the direction of N-69°-50’-01’’-F, and at a distance 
of 179.779 meters, point “3-B” is reached, the geodetic position of 
which is 8° 22’ plus 1752.388 meters North Latitude and 80° 08’ plus 
1136.335 meters West Longitude. 

From there, in the direction of N—78°-47’-20’’-E, and at a distance 
of 179.784 meters, point “4—B” is vested. the geodetic position of 
which is 8° 22’ plus 1787.343 meters North Latitude and 80° 08’ plus 
959.981 meters West Longitude. 

Points “2-B”, “3-B” and “4-B” are located at a distance of 50.00 
meters from the axis of the Inter-American Highway and are north 
of the latter. 

From point “4-B”, in the direction of N-84°-16’-47’’-E, and at a 
distance of 2259.382 meters, point “5—-B” is reached, the geodetic posi- 
tion of which is 8° 23’ plus 169.152 meters North Latitude and 80° 07’ 
plus 549.489 meters West Longitude. This section is located 50.00 
meters north of the Inter-American Highway and is parallel to it. 

From there, in the direction of N-31°-19’-52’’-E, and at a distance 
of 1605.070 meters, point “6-B” is reached, the geodetic position of 
which is 8° 23’ plus 1540.174 meters North Latitude and 80° 06’ plus 
1550.520 meters West Longitude. 

From there, in the direction of N-—55°-38’-52’’-E, and at a dis- 
tance of 85.000 meters, point “7—B” is reached, the geodetic position of 
which is 8° 23’ plus 1588.138 meters North Latitude and 80° 06’ plus 
1480.345 meters West Longitude. 

From there, in the direction of S-67°-—51’-08’’-E, and at a distance 
of 155.950 meters, point “8-B” is reached, the geodetic position of 
which is 8° 23’ plus 1529.345 meters North ‘Latitude and 80° 06’ plus 
1335.902 meters West Longitude. 

From there, in the direction of S-35°-21’-08’”- FE, and at a distance 
of 250.000 meters, point “9-B” is ped the geodetic position of 
which is 8° 23’ plus 1325.442 meters North Latitude : and 80° 06’ plus 
1191.252 meters West Longitude. 

From there, in the direction of S-43°-21’-08’’-E, and at a distance 
of 175.000 meters, point “10-B” is reached, the geodetic position of 
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which is 8° 23’ plus 1198.191 meters Narth Latitude and 80° 06’ 
plus 1071.118 meters West Longitude. 

From there, in the direction of S-46°-51’—08’’—E, and at a distance 
of 280.700 meters, point “11-B” is reached, the geodetic position of 
which is 8° 23’ plus 1006.225 meters North Latitude and 80° 06’ plus 
866.321 meters West Longitude. 

From there, in the direction of S-72°-51’—-08’’—E, and at a distance 
of 77.804 meters, point “12-B” is reached, the geodetic position of 
which is 8° 23’ plus 983.285 meters North Latitude and 80° 06’ plus 
791.976 meters West Longitude. 

From there, in the direction of N-62°-34’—52’’-E, and at a distance 
of 325.113 meters, point “13—B” is reached, the geodetic position of 
which is 8° 23’ plus 1132.997 meters North Latitude and 80° 06’ plus 
503.384 meters West Longitude, and which is located on the central 
line of the Majagual River, 50.00 meters to the north of the axis of 
the Inter-American Highway. 

From point “5-B” to point “12-B”, the sections described are to 
the left of the old Carretera Nacional | National Highway |, following 
the direction as described. 

From point “12—B” to point “13-B” the boundary is 50.00 meters 
north of the axis of the Inter-American Highway and parallel to it. 

From point “13-—B” the central line of the Majagual River is fol- 
lowed upstream to the river’s headwaters, the geodetic position of this 
point being 8° 31’ plus 3.730 meters North Latitude and 80° 07’ plus 
207.090 meters West Longitude. 

From there, in the direction of N—-12°-40’-11’’—W, and at a distance 
of 8,044.870 meters, the point called “Farallén” is reached, which is 
located at the headwaters of the Farallén River, and which is at the 
geodetic position of 8° 35’ plus 479.900 meters North Latitude and 
80° 08’ plus 136.730 meters West Longitude. 

From there, following the central line of the Farallén River down- 
stream, starting point “1—B” is reached, which has already been 
described, thus completing the perimeter of this parcel. 

The area alee by the boundaries described is 7,436 hectares plus 
8,000.00 square meters. 

Summary of Areas 


Parcel Ta" cu. Sei es a ee 321 Hectares plus 0,000 square meters 
PPG I ni kissed sends 7,436 Hectares plus 8,000 square meters 
SE UII hoses os Genera cosmsaceeseetnenenaeen 7,757 Hectares plus 8,000 square meters 





MEMORANDUM OF UNDERSTANDINGS REACHED 


In connection with the 1953-1954 negotiations between representa- 
tives of the United States of America and the Republic of Panama, 
which have resulted in the signature of a Treaty between the two 
countries, the following understandings have been reached: 

On the part of the United States of America: 

1. Legislation will be sought which will authorize each agency of 
the United States Government in the Canal Zone to conform its 
existing wage practices in the Zone to the following principles: 

(a) The basic wage for any given grade level will be the same 
for any employee eligible for appointment to the position without 
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regard to whether he.is a citizen of the United States or of the 

Republic of Panama. 

(b) In the case of an employee who is a citizen of the United 
States, there may be added to the base pay an increment repre- 
senting an overseas differential plus an allowance for those ele- 
ments, such as taxes, which operate to reduce the disposable 
income of such an employee as compared with an employee who 
is a resident of the area. 

(c) The employee who is a citizen of the United States will 
also be eligible for greater annual leave benefits and travel allow- 
ances because of the necessity for periodic vacations in the United 
States for recuperation purposes and to maintain contact with 
the employee’s home environment. 

Legislation will be sought to make the Civil Service Retirement Act 
uniformly applicable to citizens of the United States and of the 
Republic of Panama employed by the Government of the United 
States in the Canal Zone. 

The United States will afford equality of opportunity to citizens 
of Panama for employment in all United States Government positions 
in the Canal Zone for which they are qualified and in which the 
employment of United States citizens is not required, in the judgment 
of the United States, for security reasons. 

The agencies of the United States Government will evaluate, classify 
and title all positions in the Canal Zone without regard to the 
nationality of the incumbent or proposed incumbent. 

Citizens of Panama will be afforded opportunity to participate in 
such training programs as may be conducted for employees by United 
Sti ate s agencies in the Canal Zone. 

. With reference to that part of Article V of the Treaty signed 
tod; ay which deals with the conveyance to the Republic of ‘Panama 
free of cost of all the right, title and interest held by the United States 
of America or its agencies in and to certain lands and improvements 

situated in territory under the jurisdiction of the Republic of Panama, 
steps will be taken as provided in this Item. 

(a) Legislation will be sought to authorize and direct the 
transfer to the Republic of Panama of all the right, title and 
interest held by the United States or its agencies in or to the 
follow ng real eat 

The J. N. Vialette and Huerta de San Doval tracts in 
ihe city of Panama and the Aspinwall tract on the Island of 
Taboga. 

2. Las Isletas and Santa Catalina Military Reservations 
on the Island of Taboga. This transfer will include the 
cable rights-of-way which have a width of 20 feet (6.10 
meters) and extend between the Ancon Cove Military Reser- 
vation and the Santa Catalina Military Reservation, and 
between the El Vigia Military Reservation and the Las 
Isletas Military Reservation. 

. The lot in Col6n now reserved for consulate purposes. 

4 Certain lands on the westerly shores of the city of Colén 
described roughly as extending from the southerly boundary 
gf the de Lesseps area (4th Street extended) to the Colén- 

Canal Zone boundary and bounded on the east by the east wall 
of the old freight house and, below that structure, by a line 
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25 feet (7.622 meters) west of the center line of the most 
westerly railroad track. This transfer will include the cer- 
tain improvements consisting of the old freight house and 
Col6én Pier Number 3. 

(b) Legislation will be sought to authorize and direct the Pan- 
ama Canal Company to remove its railway terminal operations 
from the city of Panama and to transfer to the Republic of 
Panama free of cost all of the right, title and interest of the Pan- 
ama Canal Company in and to the lands known as the Panama 
Railroad Yard, including the improvements thereon and specif- 
ically including the railway passenger station. This action will 
also relieve the Government of the Republic of Panama of its 
obligation under Point 10 of the General Relations Agreement be- 
tween the United States of America and the Republic of Pan- 
ama signed May 18, 1942 to make available without cost to the 
Government of the United States of America a suitable new site 
for such terminal facilities. 

(c) With respect to those areas in the city of Colén known as 
de Lesseps, Colon Beach and New Cristobal (with the exception 
of two lots in the de Lesseps area which the United States intends 
to use for consulate purposes), legislation will be sought to 
authorize and direct the gradual withdrawal from these areas 
and the conveyance or tr: ansfer to the Re spublic of Panama free 
of cost of all the right, title and interest of the United States and 
of its agency, the Panama Canal C ompany, in and to the lands 
and improvements thereon. Under this process of gradual with- 
drawal the United States Government, and/or its agencies, will 
not be obligated to install any new structure in such areas and, as 
severable parts of the areas cease to be needed, the lands and 
improvements would be conveyed or transferred. The severa- 
bility of parts of the areas depends upon a number of practical 
considerations including those having to do with the present 
obligations of the U nited States, with respect to the subject areas, 
concerning water and sewerage facilities, street cleaning and 
paving, water supply, et cetera, as stipulated in the Instrument 
of Transfer of Water and Sewerage Systems, executed between 
the Governor of the Panama Canal and the Foreign Minister of 
Panama on December 28, 1945. 

(d) With respect to the railroad passenger station and site in 
the city of Coldén, legislation will be sought to authorize and direct 
the withdrawal from such site and structure at such time as the 
withdrawal from the areas known as de Lesseps, Colén Beach 
and New Cristobal, contemplated by the next preceding subpara- 
graph, shall have been fully completed, and the conveyance to the 
Republic of Panama free of cost of all the right, title and interest 
of the United States and of its agency, the Panama Canal Com- 
pany, in and to such site and structure. However , the railroad 
tracks and trackage area in Colén, being required for swite hing 
purposes serving the Cristobal piers, will be retained. for such 
purposes. 

(e) All transfers or conveyances of lands and improvements 
contemplated by this Item, subject to legislative authorization 
and direction, will necessarily be made subject to any leases which 
may be outstanding in the respective areas, and will also contain 
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provisions fully protecting the Government of the United States 
of America against any claims by lessees for damages or losses 
which may arise as a result of such transfers or conveyances. 

(f) The transfers or conveyances contemplated by this Item, 
subject to legislative authorization, are in addition to the convey- 
ance of Paitilla Point as specifically covered by Article V of the 
Treaty signed today, and to the transfer of real property effected 
by Article VI of said Treaty. 

3. Articles, materials, and supplies that are mined, produced or 
manufactured in the Republic of Panama, when purchased for use 
in the Canal Zone, will be exempted from the provisions of the Buy 
American Act. 

4. Referring to the exchange of notes dated March 2, 1936, acces- 
sory to the General Treaty between the United States of America 
and the Republic of Panama signed on that date, relative to the sale 
to ships of goods imported into the Canal Zone by the Government 
of the United States of America, the United States of America agrees, 
effective December 31, 1956, and in benefit of Panamanian commerce, 
to withdraw wholly from, and thereafter to refrain from, any such 
sales to ships, provided that nothing in this Item shall apply: 

(a) to sales to ships operated by or for the account of the 
Government of the United States of America, 

(b) to the sale of fuel or lubricants, or 

(c) to any sale or furnishing of ships stores which is inci- 
dental to the performance of ship repair operations by any 
agency of the Government of the United States of America. 

5. Legislative authorization and the necessary appropriations will 
be sought for the construction of a bridge at Balboa referred to in 
Point 4 of the General Relations Agreement of 1942. 

6. The United States of America agrees, effective December 31, 
1956, to withdraw from persons employed by agencies of the Govern- 
ment of the United States of America in the Canal Zone who are 
not citizens of the United States of America and who do not actually 
reside in said Zone the privilege of availing themselves of services 
which are offered within said Zone except those which are essential 
to health or necessary to permit them to perform their duties. 

7. It is and will continue to be the policy of the Panama Canal 
agencies and of the Armed Forces in the Canal Zone in making pur- 
chases of supplies, materials and equipment, so far as permitted under 
United States legislation, to afford to the economy of the Republic 
of Panama full opportunity to compete for such business. 

8. In general connection with the matter of the importation of 
items of merchandise for resale in the sales stores in the Canal Zone, 
it will be the practice of the agencies concerned to acquire such items 
either from United States sources or Panamanian sources unless, in 
certain instances, it is not feasible to do so. 

9. With respect to the manufacture and processing of goods for 
sale to or consumption by individuals, now carried on by the Panama 
Canal Company, it will be the policy of the United States of America 
to terminate such activities whenever and for so long as such goods, 
or particular classes thereof, are determined by the United States 
of America to be available in the Republic of Panama on a continuing 
basis, in satisfactory qualities and quantities, and at reasonable prices. 
The United States of America will give prompt consideration to a 
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request in writing on the part of the Government of Panama con- 
cerning the termination of the manufacture or processing of any 
goods covered in this Item as to which the Government of Panama 
may consider the criteria specified in this Item to have been met. 

10. Prompt consideration will be given to withdrawing from the 
handling of commercial cargo for transshipment on Canal Zone piers 
so soon as Panamanian port facilities are in satisfactory operation in 
Colon. 

The United States agrees that the term “auxiliary works” as 
used in the Treaty includes the Armed Forces of the United States 
of America. 

On the part of the Republic of Panama: 

The Republic of Panama will lease to the United States of Amer- 
ica, free of all cost save for the recited consideration of one Balboa, 
for a period of 99 years, two parcels of land contiguous to the present 
United States E mbassy residence site, as designated on the sketch 
(No. SGN-9-54, dated November 19, 1954) and accompanying de- 
scriptions prepared by the Comision Catastral of the Republic of 
Panama, attached hereto. 

The Republic of Panama assures the United States of Americs 
that the property, shown and described on the attached map (No. 
SGN-6-54, dated October 1954) and accompanying description pre- 
pared by the Comisién Catastral of the Republic of Panama, in front 
of the United States Embassy office building site and between the Bay 
of Panama and Avenida Balboa as it may be extended between 37th 
and 39th Streets, will be preserved permanently as a park and not 
developed for commercial or residential purposes. 

3. So long as the United States of America maintains in effect those 
provisions of Executive Order No. 6997 of March 25, 1935 governing 
the importation of alcoholic beverages into the Canal Zone, the Repub- 
lic of Panama will grant a reduction of 75 percent in the import duty 
on alcoholic beverages which are sold in Panama for importation into 
the Canal Zone pursuant to such Executive Order. 

4. In connection with the authorization granted to the United States 
of America in Article VIII of the Treaty, the United States shall have 
free access to the beach areas contiguous to the maneuver area de- 
scribed in said Article VIII for purposes connected with training and 
maneuvers, subject to the public use of said beach as provided under 
the Constitution of Panama. 

The provisions of this Memorandum of Understandings Reached 
shall enter into force upon the exchange of instruments of ratification 
of the Treaty signed this day by the U nited States of America and the 
Republic of ‘Panama. 

Done in duplicate in the City of Panama, in the English and Span- 
ish languages, this 25th day of January 1955. 


For the United States of America: 
SELDEN CHAPIN 
Ambassador Extraordinary and Plenipotentiary of the 
United States of . {merica to the Re public of Panama 
For the Republic of Panama: 
Ocravio FABREGA 


Minister of Foreign Affairs of the Republic of Panama 
[sEAL] 
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| The large-size map, SGN-9-54, which appears at 
this place in the original document is not repro- 


duced. | 


Description oF Parcen No. 1 Wuicu Is Prorerry No. 19,838 
(Votume 480, Pace 82) 


Starting from the marker indicated on the plat with the letter “J”, 
located at a distance of 30 meters from the central line of the Boyd- 
Roosev elt Trans-Isthmian Highway, the geodetic position of which is 
8° 58’ plus 1521.041 meters North Latitude and 79° 32’ plus 688.385 
meters West Longitude, and following a line parallel to the center of 
the Trans-Isthmian Highway in the ‘direction of S—13°-27’-20’-W, 
and at a distance of 62.12 meters, point No. 58 is reached, which is 
located at a distance of 7.50 meters from the central line of Martin 
Sosa Street and 30 meters from the central line of the Boyd-Roosevelt 
Trans-Isthmian Highway, the geodetic position of which is 8° 58’ 
plus 1460.621 meters North Latitude and 79° 32’ plus 702.839 meters 
West Longitude. 

From this point, on a line parallel to the center of Martin Sosa 
Street in the direction of S-61°-49’—40’’—-E, and at a distance of 44.48 
meters, point “C” is reached, the geodetic position of which is 8° 58’ 
plus 1459.621 meters North Latitude and 79° 32’ plus 663.628 meters 
West Longitude. 

From this point, on a line parallel to and 7.50 meters from the cen- 
tral line of Martin Sosa Street, and at a distance of 34.20 meters, point 
“B” is reached, the geodetic position of which is 8° 58’ plus 1419.420 
meters North Latitude and 79° 32’ plus 636.148 meters West Longitude. 

From this point, in the direction of S-45°-29’-40’’-E, and at a dis- 
tance of 29.90 meters, point “A” is reached, the geodetic position of 
which is 8° 58’ plus 1398.461 meters North Latitude and 79° 32’ plus 
614.824 meters West Longitude. 

From this point, on a line parallel to and 7.50 meters from the cen- 
tral line of Martin Sosa Street, at a distance of 21.62 meters, point No. 
50 is reached, the geodetic position of which is 8° 58’ plus 1385.733 
meters North Latitude and 79° 32’ plus 597.486 meters West Longi- 
tude. 

From this point, in the direction of N-18°-30’-20’’-E, and at a dis- 
tance of 86.00 meters, point No. 49 is reached, the geodetic position 
of which is 8° 58’ plus 1467.281 meters North Latitude and 79° 32’ 
plus 570.190 meters West Longitude. 

From this point, in the direction of N-65°-32’-40’’-W, and at a 
distance of 129.86 meters, point “J”, the starting point, is reached. 

The boundaries described above enclose an area of 8,873.6526 square 
meters. 


GENERAL BOUNDARIES 


On the northeast, with the area occupied by the residence of the 
Ambassador of the United States of America; on the southwest, with 
Martin Sosa Street; on the east, with property No. 19,839 belonging 
to the University of Panama; on the southeast, with the property of 
the L. Martins Company ; and on the northwest, with the Boyd-Roose- 
velt Trans-Isthmian Highway. Note: The foregoing description dif- 
fers from that appearing in the Public Register, because of the follow- 
ing reasons: 
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1. The distance from the central line of the Trans-Isthmian High- 
way to the boundary of the property has been fixed at 30.00 meters, 
instead of 30.48 meters. 

The geodetic positions of the points entered in the Public Register 
doi not agree with the results obtained by the Real Property Tax Com- 
mission, the latter having determined the said positions by relating 
them to broken lines established by the Canal Zone. 


DescrIPrion or Parcet No. 2 Wuicu Is Prorerry No. 18.734 (VoLtumME 
No. 454, Pace 486) 


Starting from the marker indicated on the plat with the letter “J”, 
located at a distance of 30 meters from the central line of the Boyd- 
Roosevelt Trans-Isthmian Highway, the geodetic position of which 
is 8° 58’ plus 1521.041 meters North Latitude and 79° 32’ plus 688.385 
meters West Longitude, and following a line parallel to the center of 
the Trans-Isthmian Highway in the direction of N-13°-27’-20’’-K, 
and at a distance of 69.28 meters, point “C—1” is reached, which is the 
starting point of the parcel here described and the geodetic eee 
of which is 8° 58’ plus 1588.419 meters North Latitude and 79° 32’ 
plus 672.264 meters West Longitude. 

From this starting point, in the ea of N-13°-27’-20’’-E, and 
at a distance of 16.15 meters, point “M-1” is reached, the geodetic 
position of which is 8° 58’ plus 1604.126 wile rs North Latitude and 

79° 32’ plus 668.505 meters West Longitude. 

From there, in the direction of N-81°-42’-00’’-E, and at a distance 
of 296.03 meters, point “L” is reached, the geodetic prerion of which 
is 8° 58’ plus 1646.860 meters North Latitude and 79° 32’ plus 375.577 
meters West Longitude. 

From there, in the direction of S-28°-20’-00’’-E, and at a distance 
of 16.04 meters, point “D” is reached, the geodetic position of which 
is 8° 58’ plus 1632.742 meters North Latitude and 79° 32’ plus 367.964 
meters West Longitude. 

From there, in the direction of S-81°-42’-00’’-W, and at a distance 
of 307.48 meters, the starting point “C-1”, which has already been 
described, is reached. 

The area enclosed by the boundaries described above is 4536.9895 
square meters. 


| The large-size map, SGN-6-54, which appears at 
this _ in the original document is not repro- 
duced. | 


Descriprion oF Property No. 2073, Votume 34, Pace 450, OwneEpD BY 
THE GOVERNMENT OF PANAMA, LOcATED Berween BatBoa AVENUE 
AND THE EXTENSION oF East 37TH STREET AND East 397TH STREET 


Starting at point No. 1, located on the extension of East 37th Street 
on the eastern sidewalk of Balboa Avenue, the geodetic position of 
which is 8° 58’ plus 498.084 meters North Latitude and 79° 32’ plus 
4.055 meters West Longitude, a line parallel to the axis of Balboa Ave- 
nue is followed in the direction of N-25°-31’—10’’—E, and at a distance 
of 135.245 meters, until point No. 2 is reached, which is on the exten- 
sion of East 39th Street on the eastern sidewalk of Balboa Avenue, 
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the geodetic position of which is 8° 58’ plus 620.139 meters North 
Latitude and 79° 31’ plus 1,778.570 meters West Longitude. 

From there, in the direction of S-60°-07’-40’’—E, and at a distance 
of 63.493 meters, point No. 3 is reached, the geodetic position of which 
is 8° 58’ plus 588.516 meters North Latitude and 79° 31’ plus 1,723.507 
meters West Longitude. 

From there, in the direction of S-23°-31’—20’’-W, and at a distance 
of 16.456 meters, point No. 4 is reached, the geodetic position of which 
is 8° 58’ plus 573.427 meters North Latitude and 79° 31’ plus 1,730.075 
meters West Longitude. 

From there, in the direction of S—48°-13’-30’’—-W, and at a dis- 
tance of 14.201 meters, point No. 5 is reached, the geodetic position 
of which is 8° 58’ plus 563.079 meters North Latitude and 79° 31’ 
plus 1,739.801 meters West Longitude. 

From there, in the direction of S—6°-11’-20’’-W, and at a distance 
of 19.149 meters, point No. 6 is reached, the geodetic position of which 
is 8° 58’ plus 544.041 meters North Latitude and 79° 31’ plus 1,741.865 
meters West. Longitude. 

From there, in the direction of S-20°-39’-50’’—W, and at a distance 
of 6.339 meters, point No. 7 is reached, the geodetic position of which 
is 8° 58’ plus 538.109 meters North Latitude and 79° 31’ plus 1,744.102 
meters West Longitude. 

From there, in the direction of S-33°-25’-30’’—E, and at a distance 
of 9.212 meters, pomt No. 8 is reached, the geodetic position of which 
is 8° 58’ plus 530.420 meters North Latitude and 79° 31’ plus 1,739.027 
meters West Longitude. 

From there, in the direction of S—55°-01’—50”’-W, and at a distance 
of 10.344 meters, point No. 9 is reached, the geodetic position of which 
is 8° 58’ plus 524.491 meters North Latitude and 79° 31’ plus 1,747,504 
meters West Longitude. 

From there, in the direction of S-46°-04’-20’’-W, and at a distance 
of 29.572 meters, point No. 10 is reached, the geodetic position of 
which is 8° 58’ plus 503.975 meters North Latitude and 79° 31’ plus 
1,768.803 meters West Longitude. 

From there, in the direction of S-40°-35’-20’’-W, and at a distance 
of 12.744 meters, point No. 11 is reached, the geodetic position of which 
is 8°58’ plus 494.297 meters North Latitude and 79°31’ plus, 1,777.095 
meters West Longitude. 

From there, in the direction of S-83°—54’-20’’-W, and at a distance 
of 14.494 meters, point No. 12 is reached, the geodetic position of which 
is 8° 58” plus 502.225 meters North Latitude and 79° 31’ plus 1,798.447 
meters West Longitude. 

From there, in the direction of N—17°—08’-00’’-W, and at a distance 
of 4.792 meters, point No. 13 is reached, the geodetic position of which 
is 8° 58’ plus 492.758 meters North Latitude and 79° 31’ plus 1,791.508 
meters West Longitude. 

From there, in the direction of N-48°31’-00’’—-W, and at a distance 
of 7.377 meters, point No. 14 is reached, the geodetic position of which 
is 8°58’ plus 497.338 meters North Latitude and 79°31’ plus 1,792.920 
meters West Longitude. 

From there, in the direction of N-83°-46’—40’’—W, and at a distance 
of 9.588 meters, point No. 15 is reached, the geodetic position of which 
is 8° 58’ plus 503.264 meters North Latitude and 79° 31’ plus 1,807.979 
meters West Longitude. 
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From there, in the direction of S-74°-29’-20’’-W, and at a distance 
of 26.519 meters, point No. 16 is shakad: the geodetic ce of 
which is 8° 58’ plus 496.172 meters North Latitude and 79° 32’ plus 
0.713 meters West Longitude. 

The points from No. 3 to No. 16 are located on the wall that sepa- 
rates this property from the Bay of Panama. 

From the aforementioned point No. 16, in the direction of N-60°- 
13’-20’’—W, and at a distance of 3.854 meters, point No. 1, the starting 
point, is reached. 

The boundaries described above enclose an area of 7;529.1605 square 
meters. 


GENERAL BOUNDARIES 


On the northeast, with the rest of Property No. 2073 belonging to 
the Government of Panama; on the northwest, with Balboa Avenue; 
and on the south and southeast, with the Bay of Panama. 
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OPENING STATEMENT OF SENATOR FULBRIGHT 


Senator Futsricur. This new Treaty of Mutual Understandings 
and Cooperation which was signed at Panama on January 25, 1 55, 
modifies in several particulars the original convention of 1903, as 
amended in 1936, relative to the respective rights of the United States 
and Panama in the Canal Zone. 

The Panama Canal is vital to the security and defense of this 
country, and it is essential that we maintain our traditionally friendly 
relations with the Government of Panama on a basis which recognizes 
the needs of its people, and encourages us to do what we can to im- 
prove their economic and social well being. 

I am sure that this must be one of the major purposes of the treaty 
before us. 

This morning we shall hear from representatives of the Depart- 
ment of State and other interested agencies. It is planned to con- 
clude the hearings on Monday with testimony by several spokesmen 
on behalf of private industry and labor groups who have manifested 
a desire to be heard. 

If it is agreeable to the committee, we will begin first with the wit- 
nesses’ formal statements, and after they have concluded, ask them 
such questions as we may desire. 

The first witness will be Assistant Secretary of State Henry F. Hol- 
land appearing here in place of Secretary Dulles, who is now on his 
way to Geneva. 

I know that the Secretary himself would have been most anxious 
to be present had that been possible. 


We will be very glad to hear from you, Mr. Holland. 


STATEMENT OF HENRY F. HOLLAND, ASSISTANT SECRETARY OF 
STATE FOR INTER-AMERICAN AFFAIRS 


Mr. Hotiannp. Thank you, Senator. 

I can assure you-that had it been possible for Secretary Dulles to 
have been here with the committee it would have given him a great 
deal of satisfaction. He followed with much interest the negotiation 
of this very important treaty, and has evidenced much interest in its 
approval by the Senate because it is our conviction that it does serve 
the best interests of our people as well as those of the sister Republic 
of Panama. 

With your permission, Senator, I would like to read a statement 
and ask that it then be incorporated in the record. May I? 

Senator Futsrieut. Certainly. 

Mr. Hotzianp. The Treaty of Mutual Understandings and Coop- 
eration between the United States and Panama and the accompanying 
Memorandum of Understandings reached, both of which were signed 
at Panama City on January 25, 1955, resulted from negotiations which 
were begun in September 1953 at the request of Panama. 


BACKGROUND OF TREATY NEGOTIATIONS 


The last revision of our treaty relations with Panama relating to the 
construction and operation of the Panama Canal took the form of the 
general treaty of March 2, 1936. While the treaty satisfied certain 
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Panamanian aspirations which had grown up over the years since the 
original treaty of 1903, it failed to satisfy Panama’s desire that its com- 
merce share more fully in the benefits to be derived from the market 
in the Canal Zone and from ships transiting the canal. However, 
local prosperity resulting from United States wartime expenditures in 
that region diminished the importance accorded these matters during 
the war and the immediate postwar period. As United States ex- 
penditures progressively tapered off in the postwar period and Panama 
began to encounter greater economic problems, these requests for 
greater commercial advantages were revived. Panama also took the 
position that it would be equitable to accord her a greater direct bene- 
fit from the canal enterprise, in the form of increased annuity pay- 
ments. Shortly after taking office in 1952, President José Antonio 
Remon Cantera announced his intention to seek United States agree- 
ment to a review of treaty relations pertaining to the canal. In the 
spring of 1953, the United States agreed to embark upon such diseus- 
sions which were begun in Washington in September 1953, on the 
basis of a list of requests presented by Panama. At this same time, 
President Remon made a state visit to Washington, at the conclusion 
of which Presidents Eisenhower and Remon issued a joint statement 
setting forth the principles which were to guide the subsequent negoti- 
ations. The discussions continued in Washington until August 1954, 
at which time the Panamanian delegation returned to Panama to con- 
sult with their Government with regard to the positions expressed by 
the United States on the various Panamanian requests. 

President Eisenhower then informed President Remon, by letter, of 
those matters on which the United States was prepared to take affirma- 
tive action, and listed certain requests on the part of the United States 
which, taken together, formed the basis on which the United States 
was willing to formulate agreements. The Panamanian President in- 
dicated that his Government was disposed to proceed to the drafting 
of agreements on the basis of President Eisenhower’s communication 
and drafting negotiations were begun in Panama in September. Final 
texts were agreed to in December, and the signing of the official texts 
took place in Panama January 25, 1955. 

These negotiations, in all phases, were carried on in close consulta- 
tion with the Department of Defense and the Governor of the Panama 
Canal Zone, as well as other agencies of the Government which were 
interested in certain of the matters under consideration. The agree- 
ments which are now before the Senate are supported by all the execu- 
tive agencies whose respective areas of responsibility are touched upon 
by provisions of the agreements. 


BASIC PRINCIPLES FOLLOWED DURING NEGOTIATION 

In a general way, I would say to the committee that our considera- 
tion of the Panamanian proposals were based on most careful] analysis 
and study of each individual problem. We adopted the general] prin- 
ciple, in considering these proposals, that it was to the interest of the 
United States to assist Panama to develop its economy so that Panama 
will be less dependent on the canal as such as a major source of cee 
so long as any arrangements in this regard would not conflict with the 
essential interests of the United States and those of individuals oi 
dent in the zone. It was possible to take a number of steps of this 
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nature in the hope of building greater economic and political stability 
in this area so vital to us. On the other hand, Panama made a num- 
ber of requests which, if accepted, might have weakened the jurisdic- 
tional position of the United States in the Canal Zone, or might have 
accorded Panama a special position in economic relations with the 
United States or required the United States to assume financial obli- 
gations in matters for which the United States was not prepared to 
accept responsibility. The United States could not favorably con- 
sider these requests. 

The United States, for its part, obtained certain concessions which 
are beneficial to the United States in the discharge of its responsibilities 
in the Canal Zone. 


PROVISIONS OF THE TREATY 


A detailed analysis of the provisions of the agreements will be found 
in the memorandum of the Secretary of State to the President dated 
May 5, 1955, which was transmitted to the Senate as an enclosuré to the 
President’s letter of May 9, 1955. In view of the Secretary’s explana- 
tion of the provisions of the agreements set forth in his memorandum, 
it would be repetitious for me to go into the background of each pro- 
vision in this presentation. These agreements cover such a wide range 
of subject matter, however, that I think it might be helpful to review 
with you some of their more important provisions. 

Article I—Annuity increase 

(rticle I of the treaty provides for an increase in the annuity paid to 
Panama for our rights in the Cannal Zone from the present $430,000 
to $1,930,000, Panama’s request for an increased annuity became the 
key issue in the negotiations. A mutually satisfactory resolution of 
this issue was indispensable to the successful conclusion of the nego- 
tiations and to bringing about greater harmony in relations between 
the two countries. It was felt that, while no legal obligation existed, 
an increase in the annuity was justified, bearing in mind the rights, 
powers and privileges granted to the United States in the zone and 
their strategic and commercial value to the United States. The offer 
of an increased annuity was made conditional upon Panama’s aeccept- 
ing language, inserted in the preamble and in article I, designed to 
safeguard the rights and jurisdictional position of the United States 
in the zone. This language provides express recognition that the pro- 
visions of the 1903 convention, the 1936 general treaty and the present 
treaty may be modified only by mutual consent and both parties recog- 
nize the absence of any obligation on the part of either party to alter 
the amount of the annuity. 


Article I] -[ncome tax 

Article II of the treaty enables the Republic of Panama to levy in- 
come taxes on Panamanian citizens employed by Canal Zone agencies 
irrespective of their place of residence, and citizens of third countries 
so employed who reside in territory under the jurisdiction of Panama. 
United States citizens, and members of the Armed Forces (irrespective 
of nationality), who are employed by Canal Zone agencies are exempt 
from Panamanian income tax regardless of their place of residence. 

Panama has been precluded from such taxation by article X of the 
1908 convention. Our agreement to such taxation expresses a principle 
which is recognized in United States tax legislation that a government 
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may impose taxes on its citizens wherever resident and on noncitizens 
who actually reside within its jurisdiction. Panama’s request for per- 
mission to tax these categories of Canal Zone employees was came to 
since the present situation with respect to their taxation is considered 
inequitable and to serve no real interest of the United States. It is 
provided that any such tax imposed by Panama shall be on a nondis- 
criminatory basis. 
Article V. -Transfi rof lands to Panama 

Under article V of the treaty, the United State ioTrees, subject to 
enactment of legislation by the United States Congress, to transfer to 
Panama certain lands, with improvements thereon, in territory under 
Panamanian jurisdiction and in the Canal Zone when and as deter- 
mined by the United States to be no longer needed for United States 
Government purpos es. This agreement accords with our poli icy of not 
retaining properties within Panamanian jurisdiction past the time 
when they are in fact required for canal purposes. The lands and im- 
proveme nts to which this article refers, as well as the conditions gov- 
erning the transfers, are set forth in item 2 of ‘the Memorandum of 
Understandings reached. 
Article VII 1—Reservation of Lands for the Unit d State 8 

In article VIII of the treaty, Panama agrees to reserve an area of 
some 19,000 acres in the Rio Hato region for the exclusive use of the 
United States Armed Forces for maneuvers and military training 
for a period of 15 years, without cost to the United States, subject to 
extension as may be agreed by the two Governments. Panama also 
has agreed, in the memorandum, to lease to the United States for 99 
years, for a nominal consideration, two parcels of lands contiguous 
to the United States Embassy residence, and to preserve permanently 
the area in front of the Embassy office building as a park. 


Articles IX and X—Land Transportation 


Tn article IX, Panama waives its right under article XIX of the 
1903 convention to free transportation over the Panama Railroad for 
persons in its service, and in article X, Panama waives certain rights 
under the 1903 convention in order to enable the United States in its 
discretion to prohibit or restrict certain specified bus and truck traffic 
on a possible 1 new strategic highway across the isthmus within the 
zone, in the event of the discontinuance of the Panama Railroad and 
the construction of the road. 


PANAMANIAN ECONOMY 


Several of the provisions in both the treaty and the memorandum 
were negotiated for the purpose of affording Panama greater com- 
mercial opportunities in the Canal Zone subject, where deemed neces- 
sary, to appropriate competitive safeguards. I refer in this connec- 
tion to article XII of the treaty and items 3, 4, 6, 7, 8, 9, and 10 of the 
United States undertakings in the memorandum. Subject to specified 
conditions and qualifications, we propose to exempt Panamanian 
products from the Buy American Act when purchased for use in the 
zone; to withdraw from the business of selling supplies to shipis in 
the zone, with certain exceptions; to withdraw service and commissary 
privileges and free import privileges from certain non-United States 
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citizen zone employees resident in Panama; to afford the economy of 
Panama full opportunity to compete for purchases by Canal Zone 
agencies; to import merchandise for resale in the zone from either 
United States or Panamanian sources insofar as feasible; and to with- 
draw from certain manufacturing and processing activities in the 
zone. The conditions to which these items are subject are those 
deemed necessary for the protection of the essential interests of this 
Government and of the residents of the zone. 


PANAMANIAN LABOR 


Item 1 of the United States undertakings in the memorandum em- 
bodies certain agreements reached with respect to the employment of 
Panamanian | ibor in the zone. It was considered to be in the interest 
of the United States, not only in its relations with Panama but also 
in regard to its position throughout Latin America, to eliminate any 
appearance of discrimination in the treatment of such labor. Such a 
policy is in accord with the exchange of notes dated March 2, 1936, 
ancillary to the 1936 general treaty and with the joint statement 
issued October 1, 1953, by the Presidents of the United States and 
Panama. Accordingly, we have agreed, subject to the enactment of 
the necessary legislation by the Congress, to the establishment of a 
single basic wage level for all employees i in a given category regard- 
less of citize nship, with certain increments to be added to the pay of 
a United States citizen employee; to uniform application of the Civil 
Service Retirement Act to all United States and Panamanian citizen 
employees of this Government in the zone; to “Te ality of opportunity 
for Panamanian citizens for. employment in all United States Govern- 
ment positions in the zone for which they are qualified except where 
security considerations require the employme nt of United States citi- 
zens only; and admission of Panamanian citizens to participation in 
job training programs. 

The executive branch considers that these agreements mark a step 
forward in our relations with Panama and that their approval is in 
the national interest. 

[, and other representatives of the interested executive agencies, 
will be happy to respond to any questions the committee may wish to 
ask regarding the agreements. 

Senator Futsrieut. Thank you, Mr. Secretary. 

There are a few questions I would like to ask, and I am sure some 
of the other members will have questions also. 


NO SIGNIFICANT RIGHTS WAIVED BY THE TREATY 


I would like to say, by way of introduction, that I happen to have 
a spec ial reason for being interested in Panama because the U niversity 
of Arkansas, for a number of years, has been the agency to which 
has been delegated the technical assistance program in Panama. We 
have had a delegation from our university down there for a number 
of years. 

Mr. Hotianp. Yes,sir: lam aware of that, Senator. 

Senator Funsrienr. They are quite interested in the affairs of 
Panama. 
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Would you say that any significant rights of this Government are 
waived by this treaty 

Mr. Hortanp. No, Senator. I believe that I can say without any 
reservations at all that through the course of the negotiations we 
were successful in preserving every significant right of the United 
States of present importance in the Canal Zone or related to the Canal 
Zone ; and it is my conviction that no such rights are impaired by this 
proposed treaty. 

Senator Futsricntr. Would you say that there is any 
agreement which might possibly be construed as a waiver of our 
paramount rights in the Canal Zone / 

Mr. Hotnanp. No, sir; and, as a matter of fact, I believe that the 
permanency and stability of those rights are strengthened by this 
treaty because of the inclusion in the treaty of the phrases that I 
referred to in my opening statement. That is ~~ inclusion of the 
phraseology in the preamble that no part of the treaty of 1903 or the 
treaty of 1936 or this treaty can be changed save by mutual agree- 
ment of the parties, and the specific and affirmative recognition in 
article I by the parties of the absence of any obligation on the part 
of either party to change the annuity. 

Senator Futpricur. Yes. 

Mr. Hoixianp. I think the sanctity of those rights is thereby 
strengthened. 

ANNUITY INCREASE 


Senator Fu.tsricutr. What was the basis or vay were the criteria 
by which you arrived at the sum of $1,930,000 a year ¢ 

Mr. Hotianp. That was the addition, Senator, of the sum of $1.5 
million to the $430,000 that had constituted the amount of the annuity 
down to this time. 

Panama, as you will recall, because as I remember you followed 
these negotiations with interest, had proposed a substantially larger 
increase in the amount of the annuity. 

I believe that both sides recognized the absence of any obligation 
on the part of the United States to increase the amount of ‘the annuity. 

Nevertheless, because of the fact that 50 years had passed since the 
original annuity had been established, in view of the importance to 
us of the rights and privileges that we enjoy there, it was felt that 
it would be equitable to agree to some increase in the amount of the 
annuity and the increase of a million and a half dollars was simply 
the result, Senator, of long conferences and negotiations with respect 
to the amount. 

TYPE OF CURRENCY USED FOR PAYMENT 


Senator Fuiericur. Is that payable in gold? 

Mr. Hotianp. It is payable in United States dollars. 

Senator Futsrient. Dollars? 

Mr. Howuanp. Yes, sir. The wording of article I permits the 
United States to discharge the obligation in any coin or currency 
equivalent to 1,930,000 balboas, the Panamanian unit of curre ney. 

Senator Fursrient. Is there any provision with regard to the 
change i in the value of those dollars, any protection against inflation ? 
65608—55 
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Mr. Hotianp. Yes, sir. By the 1936 treaty, article VII, and the ex- 
change of rates referred therein. 

Senator Futsricutr. Did Panama request any such protection ? 

Mr. Hoiianp. I would not like to say that—as you know, those 
negotiations went on over many months, and I did not participate in all 
of them, but I do not recall any such request. 

Senator Futsrient. Was not the amount of $430,000 payable in 
gold? 

Mr. Hotianp. The history of the $430,000 is, I believe, this: The 
treaty of 1903 established a lesser sum, $250,000, payable in gold dol- 

lars, I believe 

In the course of the years, the gold content of the United States 
dollars was diminished, and in 1936 the dollar amount of the annuity 
was increased to take into account the diminution in the gold content 
of the United States dollar. 

Senator Futsrient. The 1936 agreement did not require payment 
in gold, just in paper money, in other words? 

Mr. Horianp. It was in balboas or in any coin or currency equiva- 
lent to the specified amount of 430,06 10 balboas. 

Senator Futsrient. Dollars? 

Mr. Hotianp. In practice, we pay by Treasury check. 

Senator Fursricut. Federal Reserve notes, I suppose, are accept- 
able ? 

Mr. Hotianp. Yes, that would be permitted. I have been corrected. 
The 1936 treaty spec ifies ps 1yment in balboas or in any coin or ¢ urrency 
equivalent to the specified amount thereof. The new agreement is 
expressed in the same terms. 

Senator Futsrient. What is a balboa ? 

Mr. Hotianp. The balboa is a unit of currency used in the Republic 
of Panama. 

Senator Futsrient. What is its value? 

Mr. Hotianp. Currently it is 1 for 1. 

Senator Futsrieur. There is no provision to take care of changes 
in the relative value of the two currencies? 

Mr. Hortianp. It is currently tied to the dollar by the exchange 
of rates of March 2, 1936, but the obligation that we now assume, 
Senator, is to pay in balboas, defined as “9871 6 milligrams of gold of 
0.900 fineness by that exchange of rates, or their equivalent in any 
coin or currency. 


FEES DEFRAY COST TO UNITED STATES GOVERNMENT 


Senator Futsrient. I see. 

Do you know whether or not the fees collected for the use of the 
canal are sufficient to defray all the costs of the canal to this Govern- 
ment ¢ 

Mr. Hotianp. Yes, sir; they are. 

Senator Futnrieur. Does it also include this payment? 

Mr. Hotianp. That remains to be determined. The Executive will, 
Senator, we hope, before the middle of next week, present to this com- 
mittee a proposal which will bear upon the method of payment of this 
increase in annuity. That is now under study, I believe, in the Bureau 
of the Budget 


- 
$ 


a tip 











THE PANAMA TREATY 47 


Senator Futsrigur. Am I right in assuming that you will increase 
the fees charged to the users of the canal sufficiently to defray this 
increase in cost; is that what it is ¢ 

Mr. Hotianp. I do not believe that we would be justified in saying 
at this time whether it will be necessary to increase the amount of 
fees paid by the users of the canal. 

As I say, that point is now under study in the bureau of the Bud- 
vet, and we would hope to come forward, with the committee’s permis- 
sion, before the middle of next ‘week, to present a plan touching upon 
the payment of the annuity. 

Senator Futsrienr. You not only have our permission, but we 
would be interested to know just what is the situation with regard 
to the cost relative to the income for the use of the canal. 

Mr. Hortzanp. I am sure that any failure to clear that up fully be- 
fore the committee would constitute a defect in the presentation. 

Senator Fursrientr. Offhand, you do not know whether or not 
these fees cover the defraying of all the costs of operation, amortiza- 
tion and such things as this paymentado you ? 

Mr. Hotianp. Today I cannot tell you, Senator. 

Senator Fu.tsricutr. You do not know ? 

Mr. Hotianp. No, sir. 

Senator Futsricutr. But you will inform the committee about that 
next week ¢ 

Mr. Hoitnanp. We shall without a question. 

Senator Futsrieutr. I think for purposes of discussing this treaty 
on the floor of the Senate, perhaps you should see that that information 
is supplied, because I am inclined to think someone will raise that 
question as to whether or not this is an increase in costs to the tax- 
payers or whether it is included in the receipts of the canal itself. 

Mr. Hortianp. That is a very logical subject to bring up, and we 
shall see that you have the information. 

(The information referred to was not available at time of publica- 
tion. See p. 170.) 


IBRD LOAN TO PANAMA 


Senator Futsrient. Didn’t I notice a day or two ago that the Inter- 
national Bank has made a $10 million loan to Panama ¢ 

Mr. Hotianp. $5,900,000. 

Senator Futerient. Is that in any way tied in with this treaty? 

Mr. Hotianp. No, sir. 

Senator Futprient. Is it entirely separate ? 

Mr. Hotzianp. Yes, sir. 

Senator Futsrient. This payment is not obligated for the discharge 
of that loan ? 

Mr. Hotxianp. No, sir. 


METHOD OF PAYMENT OF INCREASE IN ANNUITY 


Senator Futsrient. Senator Smith, do you have any questions ? 

Senator Smrrn. Yes, I have a few here. They may, in a sense, 
overlap some that Senator Fulbright has asked, but for the record, 
[ think we ought to repeat them. 
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My first question is this, Mr. Holland: The treaty increases the 
annuity from $430,000 to $1,930,000, an increase of $1,500,000. 

The Panama Canal Company is required to fix tolls at rates suffi- 
cient to meet certain specified obligations, including the annuity pres- 
ently paid to Panama under the 1905 treaty, as amended in 1936. 

Is it the intention of the executive branch to pay the increased an- 
nuity from canal revenues or by annual appropri: ations / 

Mr. Horianp. The question is the question, in its essence, that was 
put to me by Senator Fulbright, and it is very obviously a subject of 
inquiry that should interest this committee, and it is the point on 
which proposed legislation will be furnished before the middle of next 
week. 

Senator Smirn. And we will probably have something from you 
on that before we have to bring this up on the floor, because I am sure 
that some of my colleagues will ask that question. 

Mr. Hontuanp. Yes, sir; you certainly shall. 


POSSIBILITY OF INCREASED TOLLS 


Senator Smrru. As you are aware, a number of shipping companies 
are concerned that the increased annuity will be reflected in increased 
tolls which will prejudice their operations. 

[ think you have already commented on that, but you have not given 
us a final answer to that. 

Mr. Hotianp. That is correct, 

Senator Smiru. It may be necessary to increase the toll ? 

Mr. Hottanp. I cannot tell you at this time, because that is a matter 
that has not been determimed. 

Senator Smirn. If we are asked by some of our constitutents, which 
may be shipping companies with vessels going through the canal, about 
this, should our answer be at the moment that the matter is being care- 
fully studied ¢ 

Mr. Hoxtianp. That is correct. 


DEFENSE OF THE CANAL 


Senator Smirx. I have another question on the canal defenses. By 
this treaty, the United States turns back to Panama some parcels of 
land, including the railroad yard and station at Panama City, and 
certain rights, such as our monopoly on building transisthmian rail- 
roads and highways. 

HLow do these concessions affect our capacity for defending the canal 
in times of peace and of war ? 

Mr. Hotxianp. It is our conviction in the Department of State that 
these relinquishments of rights and properties do not impair our 
ability to defend the zone and the canal, although we recognize that 
that is a subject falling within the jurisdiction of the Department of 
Defense, and I am sure their representative who is here would prefer 
for me to defer this question to him. But I want to meet the issue and 
tell you our own feeling, recognizing, of course, it is not our primary 

responsibility. 

Senator Smrrn. I think the record should be clear on that point. 

Mr. Hottanp. Yes, sir. 
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MEMORANDUM OF UNDERSTANDINGS 


Senator Smrru. Now you made reference in your statement to a 
memorandum of understandings. Do I understand that that memo- 
randum of understandings is incorporated in this treaty ‘ 

Mr. Hoituanp. It is not in the treaty, Senator. It is supplementary 
to it, and it is submitted to this committee and to the Senate at this 
time, along with the treaty. 

Senator Smirn. Are we asked to ratify the memorandum of under- 
standings Isit a separate document ! 

Mr. Hotzanp. It- is a separate document that is attached to the 
treaty, and because of the nature of its contents we have felt that it 
was appropriate to submit it to the Senate for approval along with 
the treaty. 

Senator Smirx. Do I understand from that we will have two 
documents then to ratify ? 

Mr. Houianp. That is correct. 

Senator Smiru. And vote on in the usual form by a two-thirds 
recorded vote / 

Mr. Houianp. The treaty and the accompanying memorandum of 
understandings would both be approved together by a single vote. 


POSSIBILITY OF TRANSISTHMIAN HIGHWAY 


Senator Smirn. My other question is this, and this is a matter of 
personal interest. I note you suggest here that possibly the Panama 
Railroad may be discontinued, and there will be the construction of 
a road across the isthmus. I am interested because I was there some 
years ago. 

I suppose now with the new highway going down from North 
America all the way down through South America, which we hope 
will be completed, there will be a hookup to this transisthmian 
highway. 

Mr. Hotianp. The representatives of the zone present would be 
better prepared to answer than I, but again I would like to give the 
appearance of not evading any question, and say that I believe that 
the construction of a transisthmian highway within the zone is under 
study by the appropriate agencies of this Government and is depend- 
ent upon completion of the Inter-American Highway. 

Senator Smiru. I do not think it is vital in connection with the 
ratification of the treaty, but I think it is an interesting matter to 
those of us who have been studying the situation. 

Those are al] the questions I have for the moment, Mr. Chairman. 


HYPOTHECATION OF THE ANNUITY 


Senator Futerieutr. The Senator from Montana? 

Senator Mansrirecp. Mr. Secretary, there have been rumors that 
the Panamanian Government has been negotiating with a view to 
hypothecating the annuity to be received for the next 10 years against 
an immediate loan. I have heard this from several sources. 

The rumor has it that there is a certain amount of ac tivity in New 


York covering this matter. Do you have any comment to make on 
that ? 
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Mr. Hotianp. Yes, sir; I had heard the same rumors and 
aware of the interest of some Members of the Senate in the subject. 

I have conferred, therefore, on this point with the Foreign Minister 
of Panama and have been authorized by him to say these things with 
respect to the position of his government: that there are at this time 
no plans for the hypothecation of this annuity. 

However, I feel that I should go forward and say this to the com- 
mittee, that over a period of years, many years, it has been the prac- 
tice in the past for Panama, from time to time, to hypothecate or to 
pledge the annuity for the purpose of securing loans. 

Their policy has been, I believe, uniformly “when this is done to 
pledge the annuities only for that type of loan which increases the 
productivity of the Panamanian economy. It is not done, for example, 
for loans, the proceeds of which would be used to construct buildings, 
but rather for things of such a general type as highway construction, 
improvements to agriculture, sewage systems, water systems, things 
of that general character, it being the feeling of the Government of 
Panama that any such pledge of the annuity ‘should be done only for 
something that over a long-term period in the future produces con- 
tinuing benefits to the Panamanian people. In other words, the in- 
come from the canal should never be converted into a frozen unpro- 
ductive asset, but should rather continue to be a productive element 
in the national economy. 


EFFECT OF TREATY PROVISIONS ON PANAMANIAN ECONOMY 


Senator Mansrrexp. Is it safe to assume, Mr. Secretary, that if this 
treaty is approved—on the basis of reduced commissary privileges and 
increased taxation of personnel—that the financial structure of the 
Panamanian Republic will be enhanced ? 

Mr. Hotiann. We feel, Senator Mansfield, that that would be the 
case; not only because of the factors that you have mentioned, but also 
because it is contemplated that gradually our own Government will 
withdraw from certain activities usually identified as exclusively 
private-enterprise activities, as rapidly as private enterprise within 
the Republic can effectively and on an economic basis take over the 
supply of those services. 

Senator MansFreLp. One more comment. 

Mr. Hotianp. Surely. 


TYPE OF CURRENCY USED FOR ANNUITY PAYMENT 


Senator Mansrietp. Would you mind having someone in your staff 
check into the change in payments made around 1936 and find out 
whether or not at that time the Panamanian Government did not in- 
sist that they be paid in gold. That was the time when we went off 
the gold standard. Also, would you find out if that particular insist- 
ence on the part of the Panamanian Government comes down to the 
present and covers this treaty. 

Mr. Hotianp. Maybe I can tell you right now. 

Senator Mansfield, I am deeply in your debt because you have 
given me an opportunity to correct any misunderstanding. 

The answer to both of your questions is “Yes.” 
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Senator Futsrignt. Would you make a statement so that the re- 
porter can get it in the record ! 

Mr. Hottanp. Miss Whiteman would be able to answer that. She 
is a member of the Legal Department of the Department of State. 

Senator Fuusricnt. We would appreciate it if she would make a 
statement for the record. 

Miss Wurreman. I am Marjorie M. Whiteman, Mr. Chairman. 
Article VII of the 1936 treaty contains the provision with respect to 
the increase of the annuity over the 1903 payment treaty provision, 
and the ancillary note attached to the 1 936 treaty referred to in that 
article specifies the value of the balboa in which the payment is to be 
made. It is to be on a parity with the United States dollar. 

Senator Futsrient. Is there any reference to gold with regard to 
either of those currencies ¢ 

Miss WutreMan. The note defines the gold content. 

Senator Fursrienr. Of the dollar? 

Miss Wurreman. Of the balboa. 

Senator Futsricur. What is that? 

Miss WuireMan. The balboa for the purpose of article VII of the 
general treaty of 1936 shall be regarded as defined to consist of 98714 
milligrams of gold of 0.900 fineness. 

Senator Futsrient. Are you through, Senator ? 

Senator Mansrieip. Yes. 

Senator Fuisrieur. Does the Senator from Vermont wish to ask 
questions ? 

Senator Arken. Yes. 

Senator Futsricutr. You may proceed. 


STABILITY OF THE PANAMANTAN GOVERN MEN 


Senator Arken. Mr. Holland, last January we were considerably 
shocked and somewhat disturbed about the assassination of President 
Remon. 

Mr. Hoiuanp. Yes, sir. 

Senator Arken. And that raised a question in the minds of a good 
many Americans as to the stability of the Panamanian Government. 

Do you regard the Panamanian Government as being stable today, 
able to carry out its commitments and to remain stable, at least until 
after the next election ? 

Mr. Hoxiuanp. Yes, I do, Senator. 

Senator Arken. What is the general attitude of the Panamanian 
Government and the Panamanian people, toward Americans ? 

Mr. Hotxianp. I believe that the Panamanian people feel as we do, 
that there is a special historic and strong tie between our two peoples. 

Senator Arken. You feel that we would have full cooper: eo be 
tween the Panamanian Government and the people of the United 
States ? 

Mr. Hotianp. That is my belief. 


TECHNICAL ASSISTANCE PROGRAM IN PANAMA 


Senator Arken. We have technical assistance in Panama, I believe. 
Mr. Hoxtianp. Yes, we do, Senator. 
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Senator ArkEeN. Is there an economic assistance program or is there 
any economic assistance planned for Panama other than the technical 
assistance program ¢ 

Mr. Hotianp. None, other than the technical assistance program, 
because I think you probably are referring to grant-aid. We have 
no grant-aid program contemplated for Panama. 


EMPLOYMENT PROVISO 


Senator Aiken. One last question. I noticed in Item 1 a reference 
to employment in the Canal Zone and a proviso that the American 
and Panamanian employee shall be on even terms in that respect. 

What effect is that going to have on the wage scale? Does that 
mean that the wage level of American employees might have to come 
down, or that of the Panamanians might be ine reased ? 

Mr. Hotianp. I believe that the long-term effect of it would be, 
Senator, that the Panamanian employes will come up in many cases 
where they have heretofore been paid less than the salary of the 
United States citizen performing the same work. It is not contem- 
plated that there will be any general downgrading of United States 
sit izens in the performing of their work. 

Senator Arken. In other words, it will raise the wage scale and 
the living standard of the Panamanians, and will not result in a re- 
duction in the levels enjoyed by American employees? 

Mr. Hoxiianp. I believe that in the long run the Panamanian em- 
ployes will have it. However, the plans for implementing this portion 
of the agreement will be described at greater length for you by repre- 
presentatives of the Defense Department and the Canal Zone Gov- 
ernment. 

Senator Arken. Is there a likelihood that the effect would be to 
employ less Americans and more Panamanians as time goes on? 

Mr. Houianp. I am not sure that that will be the effect. The repre- 
sentatives of the Department of Defense and of the Zone Government 
are here and, of course, much better prepared to describe to you the 
implementation of this feature of the treaty. 

Senator A1rken. You would say there would be little change in that 
respect ¢ 

Mr. Hotianp. That is my impression, Senator, but here I have to 
say that they are better prepared to discuss that than I. 

Senator ArkEN. That is all, Mr. Chairman. 

Senator Futsrieut. The Senator from Alabama. 

Senator SparKMAN. I have no questions. 

Senator Futsrtent. The Senator from Indiana. 


SIGNIFICANCE OF A PLEDGED ANNUITY 


Senator Carprnart. Just one question, please. What is the signi- 
ficance, either good or bad, in the fact that the Panamanian Govern- 
ment might pledge this annuity? Is there any significance that this 
will be a good thing or a bad thing? Just what is the significance 
attached to it? 

Mr. Houianp. In the past the ability of the Panamanian Govern- 
ment, the availability of the annuity as an asset available for pledge 
to support a long-term loan, has enabled the Panamanian Government 
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to finance certain public works with greater ease than they might 

i otherwise have encountered. 

. Senator Carrenart. Is there nothing wrong with it; is it a legiti- 
mate, ethical thing to do? 

Mr. Hotianp. I think so. 

Senator A1rKEN. We do it. 

Senator Carenarr. There is nothing wrong with it / 

Mr. Hoitianp. I see nothing sinister in it. 

Senator Carenarr. And they have a right to do it under the treaty ? 

Mr. Hottanp. That is correct. 

Senator Carenarr. I presume they are doing that which any gov 
ernment or businessman would do with any assets that he has or any 
asset that he anticipates / 

Mr. Hotnann. That is correct, Senator. 

Senator Carpenarr. That is all, Mr. Chairmar 

Senator Futsrient. The Senator from Oregon. 

UNITED STATES WITHDRAWAL FROM MANUFACTURING AND PROCESSING 
ACTIVITIES 


tivl 


Senator Morse. What are the manufacturing and proces 
ties in the zone from which we agree to withdraw ? 

Mr. Hotiann. The specific activities in which we are engaged from 
which we would withdraw are not enumerated, but it is contemplated 
that they might include, among others, Senator Morse—TI believe 
I am recalling items that were mentioned in the course of the nego 
tiations, and I may be wrong, but I believe I am right in the things 


that I shall mention—laundry, cleaning and pressing, coffee roast- 
ing, soft drinks, cosmetics, condiments. In every instance where we 
withdraw from these conventionally private enterprise activities it is 
always upon the condition that the Panamanian economy is able to 
supply those goods or that service of goods in acceptable qu: ali ty and 
on a comparable attractive price basis. 

Senator Morse. Tell me the procedure | by which those withdrawals 
will take place. Do we simply announce that under this treaty we 
have withdrawn from X, Y, and Z proceesin ¢ activities or do we 
negotiate a withdrawal ? 

Mr. Hotuanp. No. 

As time passes and as in our judgment these conditions are fulfilled, 
we would simply desist from the particular activity involved. 

The applicable portion of the memorandum, Senator, is as follows; 
and it might be convenient for me to read it for the record at this time, 
if you do not mind. 

Senator Morse. Yes, go right ahead. 

Mr. Hotianp. I am reading from paragraph 9 of the memorandum 
which is on page 34 of the Senate print of the treaty, and the language 
that I have so ident ified reads: 

With respect to the manufacture and processing of goods for sale to or con- 
sumption by individuals, now carried on by the Panama Canal Company, it will 
be the policy of the United States of America to terminate such activities when- 
ever and for so long as such goods, or particular classes thereof, are determined 
by the United States of America to be available in the Republic of Panama on 
a continuing basis, in satisfactory qualities and quantities, and at reasonable 
prices. 
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As you can see—I have concluded the excerpt—the decision rests 
with the United States Government under conditions of great flexibil- 
ity and latitude, but the policy of withdrawing from such activities 
under these conditions is here expressed. 

The balance of the paragraph reads: 

The United States of America will give prompt consideration to a request 
in writing on the part of the Government of Panama concerning the termination 
of the manufacture or processing of any goods covered in this item as to which 
the Government of Panama may consider the criteria specified in this item to 
have been met. 

Senator Morse. It sets out the procedure for our withdrawal. But 
it still leaves a broad discretion in the United States Government, 
does it not? 

NO PRIVATE INVESTMENTS INVOLVED 


Mr. Hotianp. It does, and we felt it was appropriate. 

Senator Morse. I should think it would be desirable. 

Tell me, do any of these processing and manufacturing activities 
now carried on, and which will be covered by this part of the treaty, 
involve existing investments by American investors ? 

Mr. Hotxianp. There are no private investments in these ventures 
in the zone. The investments represented in them are those of this 
Government, Senator. 

Senator Morsr. They are carried on at the present time as govern- 
mental operations rather than as operations by American business- 
men ¢ 

Mr. Hotianp. That is correct. 

Senator Morse. Are there any subsidiary American investments 
connected with them? Take, for example, the dry cleaning and press- 
ing; do you have any arrangements whereby the Panama Canal Com- 
pany has entered into a lease arrangement with some American dry 
cleaner or presser so that the cessation of that activity would affect 
his economic interests ? 


Mr. Hoxiuanpn. No. 


TRANSFER OF LAND TO PANAMA 


Senator Morse. On page 4 of your statement in the first paragraph 
you say: 

Under article V of the treaty, the United States agrees, subject to enactment 
of legislation by the United States Congress, to transfer to Panama certain 
lands, with improvements thereon, in territory under Panamanian jurisdiction 
and in the Canal Zone when and as determined by the United States to be no 
longer needed for United States Government purposes. 

What compensation, if any, is contemplated by that transfer? 

Mr. Hotianp. None, Senator. 

Senator Morse. We are making a gift to Panama of it? 

Mr. Hortianp. That is correct. 

Senator Morse. Why ? 

Mr. Hotnanp. Sir? 

Senator Morse. Why? 

Mr. Hotxanp. For this reason: Years ago when our original rights 
under the 1903 treaty were acquired, this Government acquired very 
broad rights and very broad properties in the Republic of Panama 
for the purpose of constructing the canal. 
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It has been our policy over the half century since that time as proper- 
ties and as rights have been acquired for a venture, the dimensions of 
which we could not foresee acc urately at that time, as those properties 
and rights became—as it became apparent that they were unnecessary 
for the accomplishment of the purpose which led to their acquisition, 
they were released back or relinquished to Panama. That is one point. 

Another point is this, Senator: That all of the benefits acquired by 
Panama and acquired by the United States, and relinquishment of 
rights and assets by either of the two parties, and embodied within 
the four corners of this treaty must be viewed as a package, the result 
of months of negotiation; and while no specific payment is specified 
for the properties whose return to Panama is contempl: ated in this 
paragraph, nevertheless the treaty itself and the benefits derived by 
the United States through this treaty constitute the beneficial results 
acquired by our people and our Government from the treaty, a part of 
the price for which was this, among other benefits, conferred upon 
Panama through the treaty. 

I am afraid I made a much longer statement than was necessary, 
but I wanted to try to be clear. 


BENEFITS ACCRUING TO PANAMA UNDER TREATY 


Senator Morse. It follows from your statement, does it not, that 
this $1,930,000 item in the treaty is not the total financial settlement, 
but it is $1,930,000, plus the value of whatever property this other 
language proposes to give to Panama, the value of which is not set 
forth in this treaty. 

Mr. Hotianp. I think that is quite clear from my statement, that 
the benefits acquired by Panama under this treaty include the value 
of the properties so returned to Panama, the increase in the annuity, 
the benefits to which a dollar value cannot realistically be a ttributed, 
but also the benefits of a commercial nature which Panama will acquire 
under the treaty, and all of those assets constitute the benefits to 
Panama under this proposed treaty. 


COST OF THE TREATY TO THE UNITED STATES 


Senator Morse. May I say most respectfully that I think that is 
true under this treaty, but I think the American people are entitled to 
know what that total cost is. No one can tell by reading the treaty 
what that cost is. 

I see no reason why we should not have a treaty before us that tells 
the American taxpayer what it will cost him. 

I do not know what this property is worth that you are going to 
give away, railroad stations and whatnot, and maybe it represents 
a fair bargain, maybe it does not. I would like to have some idea of 
what the total value of the t taxpayers’ money involved in this treaty 
really is before I vote for the treaty. We certainly ought to be able 
to know what it is going to cost us. 

Mr. Horianv. The net book value of this property is about four 
and a half million dollars. It is estimated that the fair market value 
today of all of the properties to be relinquished to Panama under. the 
treaty is approximately $24 million. 
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Does that answer squarely your question, Senator ? 

Senator Morse. Well, it begins to answer it. 

Mr. Hoiianp. Let us continue until I fully answer it. I want to 
satisfy you. 

Senator Morse. I want to find out what else you are giving away 
under this treaty. 

We now find we have got about $24 million worth of property that 

are going to give away. 

Mr. Hotianp. That is correct. 

Senator Morse. What else are we giving away that has not had a 
dollar value put on it? 

Mr. Hotianp. Let us go through the treaty then, Senator. 

First there is the annuity. 

Senator Morsr. Suppose, rather than take the time here for it, 
let me ask you, would you prepare a memorandum for me on this 
question. What I want to know is the dollars and cents, what is this 
treaty cos sting the people of the United States. 

Mr. Hotianpb. 1 would be very happy to do that. 

(The memorandum referred to follows :) 


Estimated costs to United States resulting from proposed new agreements with 
Panama 


Increased annuity per year__-------- bk cn nies ee micaatehe wnt Ma ieoe oc $1, 500, 000 
Extension of civil service retirement per year.._._ soidhdelbialed leditabbects 1, 000, 000 
Net book value of property to be conveyed to Panama 1 free ! Sbchciaideras 4, 400, 000 
Fair market value, estimated, $24,300,000. 

Net book value of property in Canal Zone rendered obsolete by 

reason of treaty and memo__-__—- a al scndietehtee, 2,5 S77, 000 
Cost to United States of replacing or re eloc ating prope rties as result 

of testy ed ‘meine. .cic on als cs LESS SE ew 
Bridge at Balboa (required by a 1942 agreement) De ee a Pe 


Loss of revenue from discontinuance of certain sales and services may amount 
to about $300,000 annually. 











1 Original cost minus depreciation. 

2 This figure reflects the increased value of the new construction which would replace the 
old The net book value of the property to be replaced is $1,966,980. The fair market 
value of the old property to be replaced is $4,743,109. 

Plus annual maintenance. 









Senator Morsg. By way of transfer of any property value that is 
now in effect owned by the taxpayers of the United States. Do not 
misunderstand me, If it is a good treaty and we have all those figures 
in, I am still for it. I am only asking for a full disclosure of the 
property that the American people really own in Panama at the pres- 
ent time that is going to be transferred to the Panamian Government. 

If it is still justified, I am for the treaty; but I cannot very well know 
now whether or not it is justified until I know what the value is. 

Mr. Hoxtianp. I think your inquiry is entirely reasonable, and it 
is our feeling that the benefits derived by the United States under the 
treaty are abundantly justified with respect to the benefit derived by 
Panama under the treaty or we would not be submitting it, of course; 
and I would be very happy to prepare for the rec ord, Senator, a 
statement undertaking to assign to each item of property whose trans- 
fer to Panama is contemplated a dollar value. 

(The statement referred to follows :) 
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CANAL ZONE GOVERNMENT SCHEDULE 
Properties and facilities to be affected by new agreements with Panama 
Reference to Net book Estimate Estiz ‘ 
treaty or Value t l I I rket repla ment 
memorandum ‘ 
V-2 r : \ 000. OOK 
v-2 100. 00 
v-2 2 50K , 
v-2 gel tations 4, 00 
VI I rty t erred by cl 
Colon boi line 
Total { 0 
i e replaced 
V=2 High school, Colon Beact RR 
V-2 Gymnasium } OO $2 0. 000 
V-2 nnis courts 232 OOK 
V-2 Elementary school, Colon Beacl ) OO 0, 000 
V-2 lin a nage " ¥ iM) 
ling, st s . y 
v-2 03. 9 000 
V-2 Utilities and reet [ g 79 2 4 
V-2 Swimming pool A 0 
V-2 ] hape 000 
Total . R88 208 2 413. 000 ‘ 926. 000 
conveved 642 { ) 4 t wo 
Faci rendered exce 
\ cations 
XII poe Expansion of parking lot at Balboa com- 9 0 
ssary necessitated by closing ¢ 
Ancon commissary. 
Total properties conveyed and facili- 1, 642, 954 § 00 
| ties made excess 
i 
References are to applicable articles of the treaty (roman numerals), in t memora im of 
understandings reached (arabic numerals 
; 2 Replacement of clinic, mortuary, and chapel included in following sect 


3 ’ Amounts yet to be determined. 
4 Net book value and estimated fair market value included with Hotel Wa ton property on Panam 
Canal Company schedule. 
§ Net book value and estimated fair market value 
6 Net book value included with Ancon commissary f 
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PANAMA CANAL CoMPANY SCHEDULE 


Properties and facilities to be affected by new agreements with Panama 





Reference to Net book Estimated Estimated 
treaty or value at June fair market | replacement 
memorandum 30, 1955 value 2 cost 
pert onveyed to Par 
Replacement not required 
V-2 Colon lands $1, 552, 000 $10, 700, 000 
V-2 inama City lands 3, 200, 000 
V-2 laboga land 1, 000 
V-2 p nama railroad statior 31, 192 390, 000 
V-2 Panama freight house 20, 668 * 240,000 
V-2 ( ‘olon rai lroad station : 20, 555 115, 000 
V-2 Colon freight house, building No 30, 000 
903 
V-2 Pier 3, Colon 26, 326 150, 000 
V-9 Building No. 626, DeLesseps area 57, 650 170, 000 
V-2 Hotel Washington and equipment 215, 932 1, 450, 000 (3) 
Vil Landing pier on Manzanillo Island (4 (4 
Total 1, 924, 323 16, 446, 000 
To be replaced 
V-2 Quarters and garages, Colon Beach, 845, 663 2, 100, 000 $5, 208, 000 
DeLesseps, New Cristobal. 
Total properties conveyed 2, 769, 986 18, 546, 000 5, 208, 000 
Facilities in Canal Zone rendered excess 
Replacement not required 
XII-6 C amp Bierd service center 4, 766 4, 266 
XII-6 Camp Bierd commissary 145, 692 142, 692 
XII-6 Camp Bierd Theater 25, 480 23, 480 
XII-6 Cristobal gasoline service station 6, 821 6, 321 
XII-6 Pacific service center 54, 000 51, 000 
XII+ rivoli commissary 154, 207 152, 207 
XII Ancon commissary 20, 976 20. 976 
9 Industrial laboratory 232, 179 222, 179 
Total... _— 644, 121 623. 121 
lo be replaced at other locations 
V-2 Cristobal service center. . . - 57, 416 57, 416 800, 000 
V-2 Cristobal Theater 45, 856 42, 856 600, 000 
V-2 Cristobal commissary 129, 837 129, 837 700, 000 
Total sannee 233, 109 230, 109 2, 100, 000 
Total facilities rendered excess 877, 230 853, 230 | 2, 100, 0 000 





Total properties conveyed and 
facilities rendered excess 3, 647, 216 


19, 399, 230 | 7, 308, 000 
i 


1 References are to applicable articles of the treaty (roman numerals), or items in the Memorandum of 
Understandings Reached (arabic numerals). 

2 Fair market value of properties donated in Panama and net book value less salvage of facilities in zone 
made excess 

8 Replacement of swimming pool shown on Canal Zone Government schedule. 

4 Amount yet to be determined. 

§ Additional parsing facilities acquired by abandonment of Ancon commissary included on Canal Zone 
Government schedule, 


UNITED STATES HAS PAID FAIR SHARE OF COSTS 


Senator Morse. My next question is: Would you say, Mr. Secretary, 
that over the years the United States has paid its way in Panama in 
that we have paid adequate value for benefits that we have received 
from the Panamanian Government? We have paid adequately for 
property that we have asked them to give to us and, as a result of 
American activities in Panama we have paid full value for what we 
have received from the Panamanian Government or are we indebted 
to them 4 

Mr. Horxanp. I think the answer to your first question, have we 
paid full value, and have we—your question is, in substance, have we 
been fair in al] our dealings with Panama. The answer is, “Yes.” 
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Senator Morse. On a financial basis, I mean. 

Mr. Hotzianp. You may say so economically and morally in every 
area which must be weighed by representatives of this Government 
who are charged with responsibility for our relationships with that 
country, and I believe that the Government of Panama as well as our 
own: feels that these two countries have demonstrated that a large 
country and a small country, each with a sincere traditional historic 
respect for the other can conduct their relationships in such way as to 
constitute, we hope, one of the finest demonstrations that two govern- 
ments can offer of the management of their joint affairs. 

Senator Morsr. I think I ought to put this problem in this way be 
cause I want to make very clear that I think we are greatly indebted 
to Panama, too, as a people. Yet sometimes we hear, but I have never 
seen any evidence that supports it, that we have taken economic ad- 
vantage of Panama over the years because of the point of view some- 
times expressed, and it was because of that that I premised my previous 
question. 


UNITED STATES-PANAMA RELATIONSHIPS 


Now, I want to premise this question this way: Would you say, Mr. 
Secretar y, that the economic relationships over the years between the 
United States and Panama have really been bottomed on a mutuality 
of equa] benefits of one nation to the other ? 

Mr. Hotxanp. I think that is true, Senator; and I believe that the 
exceedingly loyal, responsible, positive valuable cooperation, enthusi- 
astically ‘offered by the Government and the people of Panama to this 
country during the past war are evidence of that quality y in our rela- 
tionships to which you have referred. 

Senator Morse. Do you think I am correct in my belief that there is 
absolutely no basis in fact and not a scintilla of evidence that would 
support any Commmunist charge that the United States has followed 
a course of economic exploitation of Panama / 

Mr. Hotzanp. I do, Senator. I believe that the leaders of the 
Panamanian Government and of their people would be the first to say 
that the relationship between our two Governments and our two peo- 
ples which, as I have said, is a unique and a special relationship, has 
been of substantial and lasting benefit to each of our peoples and each 
of our Governments; and we have profited, both of us, by that relation- 
ship rather than its placing either of us in a position of disadvantage. 


THE CANAL HAS BEEN OF ECONOMIC BENEFIT TO PANAMA 


Senator Morsr. Do you think, Mr. Secretary, that I am correct in 
my belief that the construction of the Panama Canal by the United 
States has redounded to the great economic benefit of Panam: 1, and has 
demonstrated not only our “following the course of intelligent eco- 
nomic self-interest by way of that investment. but also following the 
course that has benefited the nation in which we have made the in- 
vestment ? 

Mr. Hotxanp. I think that is true, Senator. 

Senator Morse. I ask these questions as the chairman of the Sub- 
committee on American Republic Affairs, because I have been reading 
in that capacity some of the Communist propaganda. I think it is im- 
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portant that we get some of it out on top of the table and we dem- 
onstrate to the world that there is no basis in fact for it. 

a ‘ause, as I look upon our Panamanian investments over the years, 

» have pe .d into Panama really great sums of American dollars, 
certainly in keeping with our national self-interest from the stand- 
point of security, but also investments that have accrued to the great 
benefit of Panama itself. It has helped work out the economic well- 
being of Panama so far superior to anything that could be pointed 
to by the Communists behind any Communist area in the world, that 
[ think we ought to boast about what we have done instead of being 
on the defensive about what we have done. 

Mr. Houtianp. I agree with you, Senator. 

I think that the history of our relations with Panama demonstrates 
that each government has undertaken loyally to serve the legitimate 
best interests of its own people. 

Certainly, we have followed such polices in our dealings with 
Panama, but always with this conviction on each side, that the best 
nterests of one’s own people are not served when the measure pro- 
posed is injurious to the other party; and T believe “ at the relation- 
ships between these two countries have uniformly been conducted 
with good faith and respect for that principle, that the best interests 
of each of our two people are served when we assist the other in 

chieving its legitimate, sound aspirations. 

Senator Morse. Do you think I am correct, Mr. Secretary, in 
evaluating this proposed treaty, in part, as a document that seeks to 

strengthen the economic independence of Panama, as evidenced by 
our agreement to withdraw from certain manufacturing and process- 
ing activities in Panama ? 
Mr. Horiann. There is no question but that the treaty has that for 
Its purpose. 

IMPLEMENTING LEGISLATION 


Senator Morse. One last question: It appears from the testimony 
that you ag ave given thus far that considerable legislation will be re- 
quire ‘d to impleme nt this treaty. 

Do you think it would be possible for the Department of State to 
furnish the committee with a statement detailing what that legisla- 
tion will have to be? 

Mr. Hotzianp. Yes, we can, Senator. 

Senator Morse. If the treaty calls for legislation after the Senate 
has given its advice and consent, we ought to know something about 
the necessary legislation that will follow. That might conceiv: ably 
have a bearing upon the Senate giving its advice and consent. 

Mr. Hotianp. We intend to submit such legislation to you, Sena- 
tor. 

Senator Morse. Thank you very much. 

(The information referred to follows :) 


LEGISLATION REQUIRED To IMPLEMENT PROPOSED NEw AGREEMENTS WITH PANAMA 
Legislation will be required to implement the following provisions of the 

treaty and memorandum of understandings reached : 

(a) Article ] 


Increase in the annuity.—The Department of State will request authorization 
and provision for the increased amount of annuity in its supplementary appro- 
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priation bill for the current fiscal year. Thereafter provision for the increased 
umount will be included automatically in the Department’s appropriation re- 
quests. If it is the will of the Congress that the money for the increased pay- 
ment be reimbursed annually to the Treasury by the Panama Canal Company, 
presumably section 246 (e) of the Panama Canal Company charter would have 
to be appropriately amended. 
(b) Articles V, VI, and VII of the treaty and item 2 of the memorandum 

Transfer of certain lands and improvements to Panama.—aAuthorizing legis- 
lation is required. Necessary replacements would require appropriations. 
(c) Item 1 of the United States undertakings in the memorandum of under- 

standings reached 

Treatment of Panamanian labor in the Canal Zone.—Authorizing legislation 
is required for the exclusion of certain Canal Zone agencies from the Classifica- 
tion Act in order to fully implement the agreement regarding the establishment 
of a basic wage for given grade levels in Canal Zone employment and for the 
uniform application of the Civil Service Retirement Act to citizens of both 
countries employed in the Zone. 
(d) Item 5 of the United States undertakings in the memorandum of under- 

standings reached 

Bridge across the canal at Balboa.—Legislative authorization and appropria- 
tion will be necessary. It should be noted, however, that while mentioned in the 
memorandum, this commitment on the part of the United States was originally 
undertaken in the 1942 general relations agreement. 


TREATY NOT PREJUDICIAL TO AMERICAN CITIZENS 


Senator Futsrieut. Mr. Secretary, it has been brought to my atten- 
tion that some of our own people, I think specifically representatives 
of some of the labor unions, have complained that this treaty is preju- 
dicial to American citizens. Would you comment on that? 

Mr. Hotxianp. I do not feel that it is, Senator. 

[ believe that our labor organizations are the first to sustain the 
policy of elimination of all appearance of discrimination such as 
would be eliminated by the wage and salary proposals contemplate d by 
this treaty; and I believe that it will become apparent to all those to 
whom it is not now apparent that the implementation of the provisions 
of this treaty, if it is approved by the Senate, will not be prejudicial 
to the interests of our own people, but will rather serve them. 

Senator Futsrient. Can you be more specific? Are you familiar 
with the complaints that have been lodged? As I understand it, 
some people have requested an opportunity to testify on the ground 
that it is prejudicial. I would like to give you an opportunity to rebut 
in advance. 

Mr. Hotxianp. I have talked, Senator, to a number of representa- 
tives of labor, and have not found any opposition of the kind that you 
have suggested. Certainly, I have not talked to all people who may 
be interested in the treaty, and I would be very glad to hear any specific 
statement of complaints on this subject. 

I can only say that those with whom I have discussed it have not 
expressed the criticism that you say may be in the minds of some 
people. 

Senator Fursrient. In your view, rather than being prejudic ow 
to our citizens, all this does is to remove any discriminatious tha 
have previously existed with regard to local employees, that is, Pana- 
manians; is that correct? 

Mr. Hotianp. That is true, Senator. 
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Senator Futsricut. That is your view ? 

Mr. Hotuanp. Yes, sir. 

Senator Futsrieur. Well, thank you very much, Mr. Holland. 
Senator Morse. May I ask one more question ¢ 

Senator Futsricur. Yes, anyone else may if he wishes. 


TAX PROVISIONS OF THE TREATY 


Senator Morse. I have a question on the tax policies of Panama. 

Does this treaty in any way set up any safeguards that would pro- 
tect American businessmen from taxes in the Canal Zone that would 
be discriminatory against them and favorably discriminatory to 
Panamanian businessmen ¢ 

Let me present a hypothetical case. Suppose we have two businesses 
in the Canal Zone, one by an American investment and one by a Pana- 
manian investment. 

Mr. Hotitanp. The Panamanian Government exercises no tax juris- 
diction at all within the Canal Zone. 

Senator Morse. And the treaty does not extend be yond it? 

Mr. Hotianp. And the treaty ‘does not impair in any way the ex- 
emption of American businessmen within the zone that has heretofore 
existed and will continue to exist. 

Senator Morse. So the tax provisions of the treaty only go to this 
change, that employees of the American agencies in the Canal Zone 
who are not Americans would be subject to tax. The Panamanian 
Government has that amount of tax jurisdiction in the Canal Zone? 

Mr. Hottanp. We propose to permit Panama to tax her citizens 
wherever resident by ending the present exemption if employed in 
the zone, but this is not the same as giving Panama tax jurisdiction 
within the zone. We have not done that. 

Senator Morse. They can tax the citizens of countries other than 
the United States working in the Canal Zone so far as income taxes 
are concerned, but they cannot tax Americans who are employees of 
the Canal Zone agencies or American military personnel in the Canal 
Zone; am I correct ? 

Mr. Hottanp. Almost. 

Panamanian citizens living within the Zone can be taxed: but citi- 
zens of other countries living within the zone cannot be taxed. They 
cannot be taxed if they are citizens of the United States or of any third 
countries. So long as they reside within the zone they are not subject 
to Panamanian taxation. 

Senator Morsr. It Says citizens of third countries so employed 
who reside in the territory under the jurisdiction of Panama. 

Mr. Houuanp. Yes. You see, the zone is not territory under the 
jurisdiction of Panama. 

Senator Morse. That is, if they work in the Canal Zone but live 
outside of the Canal Zone they can be taxed ? 

Mr. Hoitianp. That is right, except American citizens and mem- 
a of our Armed Forces. 

‘nator Morsr. American citizens can work in the Canal Zone, live 
outside of the Canal Zone, and still not be taxed ? 

Mr. Hotitanp. Correct. 

Senator Morse. But it grants no tax jurisdiction over American 
businessmen within the Canal Zone? 
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Mr. Hotzianp. Correct. 
Senator Morse. That is all, Mr. Chairman. 


JOB SHIFTING 


Liil 


Senator Fuisricutr. I have been handed this specific comment 
which originated as a memorandum in your department, but I 
think since we have raised it, you might comment on it, and I read: 

It may be anticipated that, in the implementation of commitments to Panama 
and of a policy of maximum utilization of the isthmian 
will be some shifting of jobs from the present United States rate base to a local 
rate base. It is therefore probable that in due course some United States citizen 
employees, mostly in the lower paid grades, will be adversely 
degree. 


labor market, there 


affected to some 


Could you just enlarge on that a bit so that we may have it for the 
record ¢ 


Mr. Hotianp. Could you read just a sentence or two further from 
the document from which you read ¢ 

Senator Futsrienr (reading) : 

The specific jobs and the number of jobs that may be so affected are still under 


study. It is probable that in the interests of economy 
ing of certain jobs to the locality rate would occur, as 
from any commitments to Panama, since the logical | 
where feasible, eliminates not only the higher payr 
expense of recruitment and repatriation and of providing housing, schooling 


goods, and services, et cetera, to United States citizens at an oversea location. 


and efficiency such shift 
it has in the past, apart 
se of the local labor market, 
oll costs but also the extra 


Mr. Hoxiuanp. In other words, Senator, you 


, are pointing to a 
factor that operates independently of the provisions of this t 


treaty, 
und one that for the most part is not ag a vated by reason of the 
treaty, the slow tendency over the years to employ local people in 
the area of work that you have re ferred to simp! ly because it is con 
venient. You do not have the overseas pay problem, you do not have 
the repatriation problem, and the factors that are enumerated in the 
memorandum which you have just read. 

Senator Funpricutr. Then you say the shifting 
take place is not an outgrowth of this treaty. It 
would be done regardless of this treaty ? 

Mr. Hotianp. That is correct. 

Senator Futsrientr. Any other questions? If not, 
much, Mr. Holland. 

Mr. Hotitanp. Thank you, gentlemen. 

Senator Fursrieut. We understand you are going to furnish us a 
memorandum on the subject brought up and which has been discussed 
with regard to the value of what we are turning over to the Panamani- 
ans and what we are getting from them; is that correct 

Mr. Hotianp. That is true. 

Senator Fursrient. Mr. George H. Roderick, Assistant Secretary 
of the Army. Will you come forward, Mr. Roderick. We are glad 
to have you, 

Do you have a prepared statement ? 

Mr. Ropertcx. I do not have a prepared statement, Mr. Chairman, 
but I would like to tell why I am here. 

Senator Futsrienr. You may proceed. 


of jobs that may 
is something that 


ank you very 
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STATEMENT OF GEORGE H. RODERICK, ASSISTANT SECRETARY OF 
THE ARMY (CIVIL-MILITARY AFFAIRS), ACCOMPANIED BY 
LT. COL. MAURICE C. HOLDEN, UNITED STATES ARMY 


Mr. Roprerick. I was assigned the job of representing the Defense 


De es artment with the State Department on the negotiations for the 
Par ania 1 Tre: aty by Mr. Wilson. 

I am also Chairman of the Board of Directors of the Panama Canal 
Company, and I represent the Secretary of the Army in the Canal 


Zone government affairs. 

I , want to say that I concur completely, and the Defense Depart- 
ment concurs, in the proposed treaty and memorandum of understand- 
nes reat he d. 

We worked very closely with the State Department during all of 
the negotiations, and consolidated our position in each case. 

That is all I have to say unless there are some questions that might 
have come up from the earlier questions here. 


DEFENSE OF THE CANAL 


Senator FursricHr. The Senator from New Jersey has a question 
he would like to ask. 

Senator Smirn. I asked this question of Mr. Holland, which I will 
put to you, Mr. Roderick. 

at this treaty, the United States turns back to Panama some parcels 

f land, including the railroad yard and station at Panama City, and 
a Lin rights, such as our monopoly on building trans-Isthmian rail- 
roads and highways. 

low do these concessions affect our capacity for defending the 
canal in times of peace and war? 

Mr. Roverick. Senator, those were given very careful consideration 
by the Defense Department at all levels, and their position is that the 
release of these properties and facilities will not in any way impair 
our defense position. 

In regard to giving up the monopoly we are still protected in that 
no an nation can come in and build a railroad or highway in 
Panama without our permission. However, in reply to the question 
that you asked me, the giving up of these particular pieces of property 
and facilities will not impair the defense position, in our opinion. 

Senator Smirn. Thank you very much. That is all, Mr. Chairman. 


THE RIO HATO AREA 


Senator Futerient. The Senator from Montana. 

Senator Mansrretp. Mr. Secretary, I notice a reference to the Rio 
Hato area in Secretary Holland’s remarks. It is my recollection that 
we exercised a lease of some sort on that area during the war; but that 
aft er the war we were, in effect, the term may be too strong—“forced 
out, 

Am I to understand under this new treaty we are again going to 
be given the use of the Rio Hato area for maneuvering, research, and 
things of that sort, on a practically no-cost basis ? 

Mr. Ropericx. That is exactly correct; that is my understanding. 
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Senator Mansrietp. Was my statement correct that we were forced 
out after the war ? 

Mr. Ropgerickx. We were not forced out. It was one of the agree- 
ments that was not renewed, so maybe for all practical purposes your 
statement may be correct. 

Senator MANSFIELD. That is all, Mr. Chairman. 

Senator Futsricut. The Senator from Alabama ?/ 

Senator SPARKMAN. No questions. 


PANAMANIAN SOVEREIGNTY 


Senator Futsricutr. The Senator from Oregon / 

Senator Morse. Referring to this Rio Hato region, Mr. Secretary, 
we are going to get a lease on it for 15 years for exclusive use without 
any cost and free of all encumbrances, subject to eX tensions ther of as 
agreed to by the two Governments. The assurances are given that 
such use will not affect the sovereignty of the Republic of Panama or 
the operation of the Panamanian Constitution or laws over the speci- 
tied area. 

What does that last portion mean, “will not affect the operation of 
the Panamanian Constitution and laws over the specified area”? What 
laws over this military reservation will the Panamanian Government 
administer ¢ 

Mr. Ropertcx. We exercise complete sovereignty over the Canal 
Zone area, and in making this agreement the Panamanian Govern- 
ment wanted to be sure that we, in no way, affected their sovereignty 
over Rio Hato; that was the theory behind it. 

Senator Morse. I thought so, but I thought we ought to make it 
clear for the record. 

Mr. Roprerick. Yes. 


STATUS OF FORCES 


Senator Morse. To go on a bit further, we are to have troops there, 
are we not ¢ 

Mr. Ropericx. Yes, indeed; on a temporary basis, Senator. 

Senator Morse. Yes, we can have them for 15 years. Will the 
Panamanian Government, under this provision that the sovereignty of 
the Republic of Panama will not be affected, nor the operation of the 
Panamanian Constitution or laws over the specified area, have any 
legal jurisdiction over these troops as to alleged violations of the law ? 

Mr. Roperickx. Well, certainly that is meant to read that we are 
not going to violate any of the Panamanian rights in that area. I do 
not know whether that was discussed in the negotiations or not. 

Colonel Hotpen. The arrangement in the case of any violation of 
Panamanian law in there would be the same as in any other part of 
the Republic. Does that answer your question, Senator ? 

Senator Morss. Let me see for a minute: I do not know this geog- 
raphy very well, so I have to ask this question as to the location of this 
area. This area is outside of the Canal Zone? 

Mr. Ropertck. Yes, sir; it isin the Republic of Panama. 

Senator Morss. So the soldiers will have exactly the same status 
as our soldiers in Europe and elsewhere. If they violate a civil law 
or criminal law of that particular country, they will be subject to trial 
in the courts of that particular country unless we have, as we do in 
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France or Germany, for that matter, oe between the military 
authorities and the civil authorities wherel y the civil authorities can 
relinquish the American soldier to a military court for trial. That 
arrangement is going to prevail under this treaty, too? 

Mr. Ropertcx. That is my understanding. 

Colonel Hotpen. That is correct, sir; and we have been using this 
area since 1947, when the lease was terminated. However, under the 
present arrangement we have to ask for the use of Rio Hato some 2 
months in advance of when we want to use it. Then they would give us 
permission to go out there and maneuver. 

Now we will not have to ask for that permission, but we will be 
merely carrying forward by a treaty agreement, an agreement that 
has been worked out at the present time, sir, and since 1947 there has 
been no problem brought up on the sovereignty or the jurisdictional 
questions you raise, sir. 

Senator Morsr. This means though, does it not, that the Pana- 
manian Government will have a perfect right to police the area for 
civil violations, and American military police will police it for mili- 
tary violations? 

Mr. Ropericx. That would be my understanding exactly. 

However, I do not believe there would be any civil violations in- 
volved unless they were outside of the area, although still in the Pana- 
manian Republic, maybe returning to the zone or so. They are pretty 
well confined there in this area, but your statement is still correct. 

Senator Morse. So that we completely understand it, take this hy- 
pothetical case : In the Rio Hato region a criminal assault is committed 
some night by an American soldier ona Panamanian. My understand- 
ing is that the Panamanian Government would have jurisdiction if 
they wanted to assume it. However, could they, under arrangements 
that are entered into by our military personnel and civilian authorities, 
turn the soldier over to a military court ? 

Mr. Ropericx. I understand that is correct. 

Senator Morse. That is all, Mr. Chairman. 


THE PANAMA CANAL COMPANY 


Senator Furmricut. I believe that is all, Mr. Roderick. 

Did you say you were President of the Panama Canal Company ? 

Mr. Ropertcx. No, I am Chairman of the Board. 

Senator Futarient. Chairman of the Board? 

Mr. Ropertcx. The President is the Governor of the Canal Zone. 
He serves in two capacities, as President of the Panama Canal —, 
pany and Governor of the Canal Zone. This will be the fourth yea 
under this arrangement. 

Senator Futsrient. Can you say just a few words as to what the 
Panama Canal Company is and what its responsibility is? 

Mr. Ropertcx. Well, the Panama Canal Company is separate from 
the Canal Zone Government. It is a corporation, a government cor- 
poration. of which the Secretary of the Army is the statutory “stock- 
holder,” although in fact there is no stock. 

The re are 13 directors, and they manage the Corporation the same 

any other cor por’ ation. Regular reports including an annual report 
are rendered by the Canal Company. The main assignment of the 
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ne canal. 
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Company is to take care of the transiting of ships through 
Senator Futsricut. Is what ? 
Mr. Ropertck. Transiting of ships through the canal, the Panama 
Canal, establishing rates of tolls, and coordinating any possible 


problems with the Canal Zone Government. That is one of the real 
reasons for the very close tie-in between the government and the 
president of the Panama Canal Company. And there is of course 


coordination of any problems with the Defense Department where 
if 1S necessary. 


TOLL CHARGES 


Senator Futsricur. Do you have anything to do with setting the 
tolls for ships ¢ 

Mr. Roperick. We do, but there is a 6-month notice after which 
there must be a public hearing. 

Senator Futericur. Then you are the man to ask these questions 
about whether or not the rece ipts from the tolls do cover alle xpenses, 
are you not‘ 

Mr. Ropertck. Yes. 1 am: that is as of now. 

What the future legislation is, I cannot answer you. 

Senator Futsricntr. As of now. 

Mr. Roperick. Yes, sir. 

Senator KY LBRIGHT. Is it enough to amortize the origina] cost of 
the canal ? 

Mr. Ropericx. The tolls as presently constituted take care of all of 
the costs of tr: insiting ot ships, the cost of the Canal Zone Govern- 
ment, the interest on the investment which has been established and 
the present annuity to Panama. 

Senator Futsricur. Well, do you have any schedule of the return 
of the investment in addition to the interest on the ene 

Mr. Roprricx. Only what amount is paid back to the Government 
at times. There is no established amount going back to the Govern- 
ment on amortization. 


FINANCIAL HISTORY OF CANAL OPERATIONS 


Senator Futsricur. Do you have a statement showing our experi- 
ence with regard to the canal? I think since we are consider ing this 
treaty, it might be a good time to review what our experiences have 
been in a financial way with regard to the canal. 

Could you furnish for the record a statement indicating what our 
investment is and what has been returned, and so on. In other 
words, we would like to have a complete balance sheet of what our 
operations have been ! 

Mr. Roprricx. I think it would be a very proper thing to do at this 
time. 

{ wish you would tell us about how far back vou would like to go 
on that. All the way back to the beginning ? 

Senator Fu.sricur. I think your summary should go all the w ay 
back to the beginning. For the details, perhaps, of the way it 1s 
operating at the moment, you may not have to go back that far, but 
[ think we might as well know what was originally included in it, 
and it would be a good time to review what our experience has been. 
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Mr. Roprrick. We would be very pleased to present it. 

Senator Futsricnr. But beyond, say, 5 or 10 years, I would not 
expect too many details. 

Mr. Roprrick. This is the fourth year as a corporation, which is a 
rather unusual thing in the Government, and we have very complete 
records, of course. They are the same as any other corporation’s 
records. 

Senator Fu.sricur. You Say the fourth year ¢ 

Mr. Roprerick. This is the fourth year of the Canal Company as 
ac poration. 

Senator Fursricur. It has not been in existence all the time? 

Mr. Roprerick. Not in that same form. 

Senator Futsricur. I see. A description of the corporation would 
be very useful. 

Mr. Roprerick. Yes. 

Senator Funsricut. 1 think we might as well inform ourselves 
about this business while we are at it, and it would be a good time 
to do it. 

Mr. Ropertcx. I think it would. I would be very 

Senator Futsricur. You can furnish it for the record ¢ 

Mr. Roperick. Yes, indeed; I will do that right away. 

(The document referred to follows :) 


1 
1 


eased to. 


CANAL ZONE 


The Canal Zone is roughly 10 miles wide and 50 miles long and bisects the 
Republic of Panama from the Pacific Ocean to the Caribbean Sea. It is located 
about 9° north of the Equator and its climate is tropical. Its civilian popula 
tion is some 39,000 of whom about 20,000 are United States citizens (exclusive 
of uniformed personnel). 

The Canal Zone was acquired by the United States from Panama in 1903 by 
treaty granting the area in perpetuity and granting the United States the exclu 
sive right to exercise sovereign rights, power, and authority. Under the 1908 
and 1936 basic treaties the Canal Zone is in the nature of a United States Govern 
ment reservation devoted to the operation and maintenance of the canal. The 
United States owns or controls all real property; residence is restricted to per 
sons connected with the canal enterprise, and private business enterprises are 
restricted to a very few that are directly related to the canal operation, such 
as banks, oil companies, and shipping agencies. 


CANAL ZONE GOVERNMENT 


The Canal Zone Government is the agency charged by law with the perform 
ance of the various duties connected with the civil government including health, 
Sanitation, and protection of the Canal Zone. Its functions include hospitals, 
schools, police, fire protection, postal service, customs, immigration, etc. The 
agency is administered by the Governor of the Canal Zone who is appointed for 
a 4-year term by the President with Senate confirmation. The Governor ad 
ministers the agency under the supervision of the Secretary of the Army, wh: 
has been designated by the President to exercise this supervision as the repre 
sentative of the President. 

The Canal Zone Government employs about 2,400 persons of whom about half 
are United States citizens. It operates out of appropriated funds but the net 
cost of operation is reimbursed to the United States Treasury annually by the 
Panama Canal Company. 

PANAMA CANAL COMPANY 


The Panama Canal Company is the corporate agency of the United States 
which operates and maintains the Panama Canal and supporting business opera- 
tions. In its capacity as owner of the corporation, the United States is repre- 
sented by the President of the United States or such officer of the United States 
as may be designated by him, who is referred to in the law as the “stockholder.” 
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The President has designated the Secretary of the Army as “stockholder” (in 


there is no stock). 





» law vests the management of the corporation in a board of directors con 


sting of not less than 9 nor more than 13 persons who are appointed by and 
hold office at the pleasure of the “stockholder” (Se retary of the Army ) The 


Governor of the Canal Zone is ex officio President of the Panama Canal Company 
and a member of the Board of Directors. 


The primary mission of the Company is to transit ships from one ocean to the 


t ic 
other. In addition it conducts supporting activities of a business type including 
railroad across the isthmus, marine bunkering facilities, two hotels, three ships 





ting between New York and the Canal Zone, cargo handling fa 


cluding docks and piers, marine repair shops and dry docks, motor transporta 


tion facilities, a printing plant, storehouses, power, water and telephone ayste ms, 
and service activities that are essential to employees’ needs such as housing, com- 
missary sale stores, and community service centers, The Company employs 
ibout 12.000 persons of y hom 3,000 are United States citizens and 9.000 “a 

The Panama Canal Company and Canal Zone Government are closely inter 
related in purposes, organization, and operations. The Panama Canal enterprise 
as a whole is represented by the combined functions of the two agencies s 
expected to be self-sustaining. The Panama Canal Company operates « rf 





‘venues and not out of appropriations. 
Tolls for the use of the canal are charged at the rate of 90 cents per net vessel- 
ton (Panama Canal measurement) for vessels carrying cargo or passengers, and 
(2 cents per net vessel ton for vessels in ballast. The ave 
bout $4,300. 
FISCAL DATA 
The Panama Canal was built from 1904 to 1914 by the United States at a net 


«ail Lie’ 
cost of $380 million. As of June 30, 1954, the equity of the United States in 
the canal, exclusive of defense, was shown in the accounts as $462,797,778. The 
net direct investment upon which the statute requires the Company to pay 
interest is now $367,764,946 as computed under the criteria prescribed in the 
statute. In November 1954 the Company paid into the United States Treasury 
$10 million as a refundment of capital investment, referred to in the law as a 
“dividend.” This refundment reduced the net direct (interest-bearing) invest- 
ment to the above figure. 

The Panama Canal Company Act, as amended effective July 1, 1951, requires 
the Company to recover from revenues all costs of operation and maintenance, 
including depreciation and general overhead, plus the following fixed expenses 
hat are required to be paid into the United States Treasury annually 

1. The net cost of operation of the Canal Zone Government, which 
amounted to $10,366,079 in fiscal year 1954. 
2. Interest at a rate prescribed by the Secretary of the Treasury (2.342 
percent in fiscal year 1954, 2.483 percent in 1955). This interest payment 
was $8,847,255 in fiscal year 1954. 
3. The $430,000 annuity payable to the Republic of Panama under the 
1903 and 1936 treaties. 
The statute does not provide for the amortization of nondepreciable assets. 

In fiscal year 1954 the Company recorded a net income of $4,160,010, after 
payment of all the above costs. In fiscal year 1953, the net income was $5.9 
million, and it was $3 million in 1952, the first year under the reorganization 
which placed the operation under corporate management utilizing commercial 
business and accounting principles. 

During the last few years canal traffie has reached record highs, which fact, 
together with a reduction in personnel and other economies, has served to offset 
the effect of substantial increases in Company costs, including interest rates 


cost of goods and services, and compensation and other fringe benefits to em- 


ployees. While the use of the canal by commercial vessels has remained at a 
high level, there has been a sharp decline in use by Government vessels, with 
the result that net income for fiscal year 1955, just ended, is estimated at about 
$700,000, and for the current fiscal year of 1956 net income is expected to drop 
to around $200,000. 

Government vessels do not pay tolls in cash but the tolls are computed in the 
same manner as for other vessels and under the law are treated by the Company 
as revenues which are available for offset against the obligations of the Company 
to the United States Treasury. In fiscal year 1954 the total revenue from tolls 
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? 


and tolls credits was $37,191,096 ($33,302,143 tolls from commercial vessels and 
$3,888,952 tolls credits from Government vessels). In fiscal year 1955 tolls from 
commercial vessels will total about $54 million but tolls credits from Government 
vessels have dropped to about $1.1 million. 

The above data do not take into account any losses or additional costs that may 
be involved in the implementation of the pending treaty and related memoran 
dum. 

Prior to the extensive reorganization of the Panama Canal agencies effectiv 
July 1, 1951, the canal was operated on an appropriation fund basis under usual 
governmental accounting principles, without an interest requirement and without 
other specific fiscal provisions comparable to those prescribed by statute in the 
1951 reorganization. However, applying current fiscal criteria, the tentative 
computation of overall operatirg results of the Panama Canal enterprise from 
inception to July 1, 1951, indicates that the enterprise as a whole recovered dur 
ing that period all costs and interests on the investment at an average rate of 
» percent per annum. 

As previously noted, the law now requires the Panama Canal Company to re 
imburse the Treasury “for the annuity payments under Article XIV of the con 
vention of November 18, 1903, between the United State of America and the Re 
public of Panama, as modified by Article VII of the treaty of March 2, 1936, 
between the said Governments” (sec. 246 (e) of title 2 of the Canal Zone Code, 
as amended by sec. 7 of the act of September 26, 1950, 64 Stat. 1041). The 
$430,000 is paid annually by the United States to Panama under a permanent 
appropriation and the Panama Canal Company then reimburses the Treasury. 
Unless section 246 (e) were amended by Congress to add a reference to the an 
nuity prescribed by the pending treaty, the $1.5 million additional amount paid by 
the United States would not be reimbursed by the Panama Canal Company, 
Which would continue to bear only the amount of the present annuity referred 
to in the statute. 

Senator Fursrient. Any further questions ? 

Mr. Roprricx. Mr. Chairman, there was one question—— 

Senator Futsricnr. Feel free to volunteer anything you wish, 


SINGLE WAGE SYSTEM 


Mr. Roprericx. I would like to make one statement regarding this 
single-wage system, which is going to be a very critical thing, of course, 
a working out the problems of our two Governments. I would like, 

vith your permission, to read a prepared statement I have on that 
alae ct so that it is clear her thane 

Senator Futsrient. Certainly. 

Mr. Roprricx. In applying a so-called single-wage system under the 
commitment, it is proposed to continue the long- established policy of 
fixing the pay for particular occupational categories on the basis of 
prevailing rates of pay in the basic area of recruitment. 

Under the proposed wage plan which is still under study various 
occupational groups and subgroups would be established in accord- 
ance with customary personnel techniques. Those categories for which 
employees must be recruited from the continental United States will 
necessarily continue to be paid at the rates paid for comparable em- 
ployment in the United States; and the occupational categories filled 
by recruitment on the Isthmus of Panama will be continued to be paid 
at rates based on the local prevailing rates for comparable employ- 
ment in the Panama area. 

The commitment does not require that Panamanians be paid at the 
United States rates of pay in all jobs. It does not in any way pre- 
clude the continued use of locality rates of pay. 

The commitment does not dictate the basis for fixing the rates of 
pay. It merely requires that the basic wage, whether a United States 
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rate or a locality rate, apply alike to United States citizens and citi 
ens of Panama occupying identical positions, without discrimination, 
subject to the agreed overseas differential and increments. 
The reason I make those statements is because the subject is apt 

be mishandled in offhand statements on what the basic agreement was, 
and it could cause considerable trouble if it is misinterpreted. In 
other words, it could be very easily conceived that if he is not cor- 
rectly informed a Panamanian may think he is going to get United 


States rates from here on out on every job, which is not true. 
SKILLED LABOR 


Senator Futsrient. As a practical matter, you would not bothe1 
to take people f from the United States down there to work except those 
with speck alized skills and people that you would not be able, in the 
ordinar y course 6 »f events, to hire down the re{ 

Mr. Roperu K. That is one of the things, but with respect to 
security measures—— 

Senator Futsricur. Oh, yes, the military security. 

Mr. RoprricK. Those are two things, skills and security; but it is 
usually in the skills that you have the lack of capacity. 

Senator Morse. Could I ask a question about this statement ? 

Senator Futsrient. Yes, indeed. The Senator from Oregon. 

Senator Morse. I imagine this could be the source of a very great 
controversy in the labor field. Let me take a job classification or 
two. Let us take bricklayers. I suppose you use bricklayers in the 
Canal Zone? I have never been there, but-——— 

Mr. Ropgrickx. Very few bricklayers, but that is a good example. 

Senator Morse. If not bricklayers, some other skill—truckdrivers, 

Mr. Roperrcx. Truckdrivers. 

Senator Morse. Bus drivers. 

Do you bring in reckariy rs from the United States? 

Mr. Roprricx. Not any more. That used t > be true. Now there is 
a good example of wh: at is hi appening through the years. 

Panama gradually is producing skilled peop] ‘a certain type. 
I presume that is probably where some of the ae statements that 
the chairman mentioned might be bringing some little bit of conster- 
nation. However, it is our feeling, Just as Secretary Holland said, 
that there will be very little change in the overall employment of 
United States personnel and Panamanians in proportion. 

Senator Morsr. Let us take auto hedibenion You use both Pana- 
maniane and Americans in that job classification ¢ 

Mr. Ropertck. I think those are mostly Americans, but let me check. 
There again Panamanians are becoming more and more available for 
that ty pe of work. 

WAGE SCALE 


Senator Morsr. Let us assume now that on a certain job you had 
10 American mechanics and 10 Panamanian mechanics 

Under this treaty would the Panamanian mechanics be paid less 
than the American mechanics? 

Mr. Roperick. No, sir; they would get the same as the American 
mechanics on the same job, except for the differential for overseas pry. 

Senator Morse. Except for the difference of overseas pay ¢ 
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Mr. Ropertcx. Correct. 

Senator Morse. Give me a job classification in which you would have 
Americans where the prevailing rate of pay in America would be one 
figure and the prevailing rate of pay in a Panamanian locality would 
be a lesser figure ? 

Mr. Ropertcx. Well, I believe you have in mind a case, where an 
American might be working at a Panamanian rate; in other words, 
where Panamanians are available and yet, in a rare case, a United 
States citizen might fill the position. 

Senator Morse. That is right. 

Mr. Roperick. It is very rare. But this usually happens in the 
low rates of clerical help where some dependent of a military man or 
another United States citizen, his wile or his children, go out for 
extra income. 

Now, that would be an example of where a United States citizen 
would not be paid the United States pay because they would not have 
to recruit him down there. An employee could be recruited right in 
that area. 

Senator Morse. That individual would have to take the prevailing 
rate that exists ina Panamanian locality ? 

Mr. Roperitcr. That is right, because employees for that position can 
be recruited right there. 

Senator Morsr. Will there be some of these job classifications that 
are the reverse of that in which the prevailing rate in the United States 
is higher than the Panamanian prevailing rate? Therefore, will they 
pay the American rate to the Americans and the Panamanian rate to 
the Panamanians, for example, court reporters ? 

Mr. Roverick. If they are in the same job classification they will 
e paid the same: they will be paid the American rate if recruit- 
ment from the United States is necessary. That is the critical thing: 
The job classification and the base upon which it is rated, depending on 
recruitment requirements. 

Senator Morse. I think that makes your testimony somewhat 
clearer. 

Mr. Ropericr. Yes. 

Senator Fursricnr. Thank you very much, Mr. Roderick. 

Mr. W. Merrill Whitman, Secretary of the Panama Canal Com- 
pany. 

Mr. Whitman, do you have a prepared statement ? 


STATEMENT OF W. MERRILL WHITMAN, SECRETARY, PANAMA 
CANAL COMPANY 


Mr. Wurman. No, sir: I have no prepared statement. It was con- 
templated that Secretary Roderick’s statement and testimony would 
be vive n on behalf of the Panama Canal Company as well as of the 
Department of Defense. 

Senator Futsrignt. You have already heard our questions since 
you came with him, regarding information about the Panama Canal 
Company, and I guess you will participate in the preparation of that 
material ¢ 

Mr. Wuirman. Yes, sir; we will be very happy to furnish that ma- 
terial 
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Senator Futprient. Are there any questions? Apparently there 
are no questions. 

Mr. Whitman, we will let you depart in peace and let you go unless 
you wish to volunteer something. 

Do you have any information you would like to give the committee / 

Mr. Wurman. I would like to clear up just one point on which 
there may be some misapprehension. 

Senator Futsriecur. Fine. 


INCREASED ANNUITY 


Mr. W HITMAN. On the question of the payment of the increased 
amount of annuity from tolls. 

Under the present law as, I think, has been read into the record 
coven the Company is o ligated to pay only the tolls prescribed 
by the 1903 treaty, as amended by the 1936 treaty. Unless the Con 
gress acts to revise that legislation and extend it to include the amount 
of the increased annuity, the additional amount w ill not be paid out of 
tolls, but will be paid out of the Treasury of the United States 

Senator Futsriautr. Do you know offhand whether or not the tolls 
now produce enough to pay this additional amount § The way I 
unde rstand it, an excess over the actual costs of the operations of the 
Canal Company revert to the Treasury; is that not correct ? 

Mr. Wurman. That is correct, in that from such excess liquidating 
dividends are paid to the Treasury. ' 

Senator Futsrient. H: as there been any excess ? 


Mr. Wuirman. Last year we paid a dividend of $10 million into 
the Treasury, and we had an operating margin of something like 3 


or 4 million dollars over and above operating expenses. 
Senator Futsrientr. Three or four million / 
Mr. Wuirman. Yes. 
Senator Fu.tsricur. What was the $10 million, what did it cover 
Mr. Wuitman. The $10 million was an accumulated margin 


over 
past years. 
Senator Fusrient. Over past years? 
Mr. Wuirman. I think, if I am not mistaken, since the reorganiza- 
tion we have had a margin of something like 13 or 14 million dollars. 
Senator Futsricutr. Well, I think there is no need to go into those 
aes now. You will show all of that in this statement that vou are 


going to prepare for the rec er 


Mr. WHiTMan. Yes, s 


FIXING TOLL RATES 


Senator Futsricnt. I think maybe that would be the most efficient 
way to get at that material. 

The point you are making is that if we wish these increased amounts 
to be paid for by tolls, we would have to enact legislation ? 

Mr. Wuirman. That is the point; yes, sir. 

Senator Futsrieutr. How far can you go in increasing the tolls now ? 

Mr. Wuirman. There is no maximum limit on the tolls. The 
formula for tolls is prescribed in the law, and it sets out what 
we are required to recover from tolls. 
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Senator Futsricur. Required to recover, but you have discretion 

to go above that if you wish; is that not correct ? 
_ Mr. Wurman. I believe that the implication, at least of the section 
is—in fact it is more than that, the section reads that tolls shall be 
prescribed at a rate which shall be sufficient to pay certain items of 
expense that are enumerated in the statute. 

Senator Futsricut. Well, on the assumption that the committee 
might like to see this project be self-supporting, would you prepare 
such a memorandum suggesting what we shoul 1 do as part of this 
nopee on the Canal C ompany ‘ ¢ 

Mr. Wuirman. Yes. 

(See p. 68.) 

Senator Fu.srigur. Because I think the committee would certainly 
like to consider the proposition of doing whatever is necessary to 
enable the canal tolls to pay the costs, including this increase pay- 
ment. I am not saying the Congress will, but we want to be in a 
position to consider that. 

Mr. Wurman. Secretary Holland indicated some of those ques- 
tions will be clearly outlined in the legislation that is now under con- 
sideration in the executive branch and has not yet been cleared for 
submission to Congress. 

Senator Futsricnut. I see. 

Isthat all? 

| wanted to make an announcement that the next meeting of the 
committee will be 10:30 a. m., Monday in the caucus room. 

The witnesses who have been asked to be heard on the treaty will 
be heard then. 

Senator Morse. Additional witness can be added, can they not? 

Senatator Fursrient. Yes. 

(Whereupon, at 11:45 a. m., the committee adjourned to recon- 
vene at 10: 30a.m., Monday, July 18, 1955.) 
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MONDAY, JULY 18, 1955 


Unirep Srares Senate. 
CoMMITTEE ON ForerGn Rewations, 
Washington. D. C. 

The committee met, pursuant to adjournment, at 10:30 a. m., in 
room 318, Senate Office Building, Senator J. William Fulbright pre- 
siding. 

Present: Senators Green, Fulbright (presiding), Sparkman, Morse, 
Smith of New Jersey, Aiken and Capehart. 

Senator Funsricur. The committee will come to order. 

Last Friday the committee b vegan its consideration of the zp treaty 
with the Republic of Panama, which was sign: d on January 25, 1955. 

At that hearing testimony was receive: from Assistant Tilbiat ry of 
State Henry F. Holland, and Assistant Secretary of the Army George 
H. Roderick. 


Information on a number of points raised by the treaty was to be 
furnished to the committee some time this week. P; cipal among 
these was the determination of whe ne “r the increased : anual y contem- 
plated in the treaty, an additional $114 million, will require an increase 


* the tolls charged to users of the c a (The information referred 
to was not available at time of publication.) 

Another matter which was of concern to the committee was the pos- 
sible effect of the proposed new wage system for occupational cate- 
gories, on the pay received by American workers. 

This morning we are to hear from a number of private witnesses, 
beginning with Mr. LaVern R. Dilweg, appearing on behalf of the 
United States Citizens Association of the Canal Zone. Mr. Dilweg 
was a former Member of Congress; as a matter of fact, I had the 
honor of being in Congress when : he was there many years ago. 

He will be followed by Mr. J. A. Brownlow, president of the metal 
trades department of the American Federation of Labor. 

Later we shall also hear from Mr. Robert E. Mayer, president of 
the Pacific American Steamship Association. 

Mr. Dilweg, we are very pleased to have you here this morning 
before us, and we welcome your statement. 

You may proceed. 


STATEMENT OF LaVERNE R. DILWEG, COUNSEL, UNITED STATES 
CITIZENS ASSOCIATION 


Mr. Ditwee. Mr. Chairman, it is an honor to appear before your 
committee and have such nice comment from the Chair with reference 
to past associations. 


~J 
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, pe rhs aps, should tell you that the United States Citizens Associa- 
t ion came into being shortly atter the House determined that they 
should cut the differential of 25 percent to 10 percent that the United 
States citizen employ vee in fie zone Was receiving at the time over his 


base wage: and, from time to time, of course, the same citizen down 
ther a iS had quite a sr lem with the various changes that have been 
made by the C > vith reference to his income and, may I say, 
that many of t eka. heneliis that have been extended to the zone 


employee have ‘deanenaned into thin air. 

Il havea prepare d state - nt. It is short and, with your permission, 
[ will read it to pe rhaps « eli it some que stions from the members here 
today. 


The United States citizens residing in the Canal Zone, do not be 
lieve that the people who drew up ie treaty are in accord as to its 
meaning and how it will be applies |. particularly with reference to 
t] United States Retirement Act and abolishmet it of | nited States 


owned and operated facilities that contribute to the well-being, con 
tentment, morale, and loyalty of the small number of citizen-employees 
living in the zone 

At this point may I refer to the fact that | gave a hewspaper artic le 
to Senator Sparkman just a few minutes ago that justifies this state 
ment 


The members of this association feel that unless specific legislation 
is enacted to provide for all additional financial @ains in the new 
treaty obligat ons to Panama. a huge burden will b placed upon the 
canal enterprise and its emplovees. 


They would like to see the Senate, concurrently with ratification of 
the treaty, pass a resolution as a firm expression of the people of the 
United States to the effect that while these concessions are being made 


to Panama, it is oe understood that the United States con- 
siders the Panama Canal as one of its most vital assets. and notwith 
standing th Siehia of the treaty and the memorandum of under- 


reached, n thing shall be construed therein which w ill be any 
relinquishment of sovereignty of the United States of America over 
the Canal Zone; and any verbal or unpublished commitments to 
Panama made by any rr te ntative of the United States, shall not be 
binding until it is ratifie by the United States Senate. 


EFFECTS OF TREATY CONCESSIONS 


The effects of the new treaty concessions upon our canal enterprises 
and the United States citizens employed therein, will be more far 
reaching than is anticipated and can be realized by the general public 
who are not on _ scene. To become actually cognizant of these ef- 
fects it would be necessary to reside in the zone for a period of several 
months; to active = participate in the everyday — and problems that 
arise as a result of the isolation pr acticed by these citizens who vive 
up the advantages offered in their homeland i in order to enable their 
Nation this privil lege of extending worldwide maritime facilities. 

_Among the primary concessions directly affecting the Panama 

au * SCY Canal Zone Government and the United States 
Ss.are: 

Increased annunity 


from $430,000 to $1.930.000: 
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2. Sanitation—Relinquishing right to control sanitation in 
Panama: 

3. Return of lands and improvements—includes: Health and 
educational! facilities: employees quarters ; Washington Hotel: 
railroad terminals and facilities: 

!. Rio Hato maneuver area for Army, rent free for 15 years; 

Withdrawal of privileges to alien employees—living in 
Panama: 

6. Subsidization of alien employees and Panamanian economy ; 

7. Abolishment of United States rate positions—establishment 
of single basic wage scale; 

8. Uniform application of United States Civil Service Retire 
ment Act: 

Termination of manufacturing and processing of goods for 
sale: 

10. Restricting the source of articles for sale in Canal Zone. 


RECOMMENDATIONS OF UNITED STATES CITIZENS ASSOCIATION 


Respectfully submitted herewith, for consideration, are the observa 
tions, exceptions and recommendations of the members of the United 
States Citizens Association, collectively and individually, pertaining 
to the late treaty and agreement of memorandum reached between the 
United States of America and the Republic of Panama, which will 
have a direct effect upon the canal organization and the United States 
" zen ¢ mployees wor king and residing in the Canal Zone : 

Annuity payment of $1,930,000.— Recommended that the entire 
a of the annuity to Panama be borne by the United States 
Treasury, or an appropriation be made therefor; or that legislation 
be enacted to provide for payment by appropriation for that-amount 
over $430.000 or in effect the increase of $1,500,000. 

Re linquishing right to control sanitatidn in Panama. It is rea- 
sonable to expect that relinquishing the right to control sanitation in 
Panama will result in a truly hazardous condition in the Canal Zone 
within a few years since their standards of sanitation are far below 
those of the United States. Panama cannot be expected to improve 
their methods for our benefit, rather they will remain exactly where 
they are, or drop lower instead. And, even though the Canal Zone 
Government will have the right to inspect food products bought less 
expensively for resale in the zone, the quality w il not be that to which 
{ nited States citizens are accustomed and h: ave aright toe xpect from 
their own Government. With the expected increase in supply of 
products from Panama for consumption in the Canal Zone by United 
States citizens there will be far more dange r to those citize if 
produce is available locally and less expensively the quality w ill drop 
a our customary sanitary and quality standards will not be met; 

but the substandard items will be the only ones available. 

Now, as far as our recommendation there. it is recommended that 
before the policies governing this concession (art. IV) be put into 
practice, definite steps be taken to assure that Panama attains and is 
capable of maintaining sanitary standards equal to those of the United 
States under the Department of Agriculture and Food and Drug 
Administration standards. 


65608 55——6 
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Return of lands and improvements to Panama.—In addition to 
other concessions that allows Panama a direct monetary gain, this 
concession involves the giveaway of health and educational facilities, 
railroad terminals and appurtenances, employee quarters, Washing- 
ton Hotel and pool, and in addition will render obsolete a number of 
employees services, all amounting to millions of dollars which were 
provided by the United States taxpayers many years ago. It is sug- 
gested that a breakdown of these items be obtained and considered 
fully. According to Panama’s Foreign Minister, Senor Octavio 
Fabrega, the monetary value of properties to be returned to Panama 

under the treaty is at least $25 million. 

We are not opposed to this return of lands to Panama, but we insist 
that legislation should include provision to reimbhrse the canal (or 
the United States Treasury) for the full and true monetary value. In 
this instance, since a provision has been made for buil ling of a br idge, 
and, by the way, the bridge is going to cost around $20 million—it is 
suggested that the Senate may prov ide that full reimbursement will be 
mi ade by Panama which « ‘ould be credited to the building of the bridge. 

Rio Hato maneuver area for Army, rent free for "15 » years —We 
feel thtt the Defense Department should contribute to the canal ex- 
penses and overhead operations in an amount equal to the fair rental 

value of this area and it is recommended that conditional consideration 
be given this observation. 
5b. Withdrawing priv ileges from alien employees who do not live 
in the Canal Zone.—It is our opinion that the withdrawal of privileges 
from alien canal employees who do not live in the zone, will tend to 
increase prices in the commissaries, service centers, storehouses, etc., 
to be paid by the already overburdened canal employees, or from tolls; 
but, there would be no objection to this policy of withdrawal if specific 
assurance is given that costs of living will not spiral for canal em- 
ployees still privileged to purchase. In general, there is no objection 
to exclusion of these privileges provided the canal employees are not 
further burdened. 

At this point I wish to inject this statement: That I have been in- 
formed that the Company, through its comptroller, has required all 
activities to increase their overhead costs for the projected years of 
1956 and 1957 to meet deficiencies running from $1,900,000 to 
$2,900,000. 

The only answer there is that commissary prices are going to be 
increased; rental to the employees is going to be increased, and so 
forth. 

6. Subsidization of alien employees and Panamanian economy.—It 
is a known fact that citizen employees have always been unhappy with 
their forced subsidization of alien employ ees—for as long as any of 
Panama’s citizens have privileges in the Canal Zone, Panama will be 
unhs appy and have a basis for complaint. 

We believe the one thing that could happen in the event of abolish- 
ment of any or all alien privileges and curtailment of canal services 
to employees, would be a lowered standard of living and lowered pres- 
tige of our Nation. In any event a lowered standard of living on 
the part of about 3,700 citizen employees could not possibly make 
up the millions lost in revenues, nor is it likely that the entire payroll 
of these citizens, 100 percent, would make up the loss, The citizen 
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eniployee today gives 20 percent of his income in taxes and the canal 
gets the other 80 percent, therefore he cannot be called upon to bear 
any additional burden. 

Is our Congress and our Federal Government more concerned with 
unemployment among its own citizens or that of a fore ign nation: 
more concerned over maintenance of high standards of living (and 
work performance) among its own citizens or among employees of a 
foreign nation? Is it concerned with protection of American in- 
dustry? The new treaty will remove the applic: ation of the Buy 
American Act in order that Panama will not have to compete with our 
United States industry. 

Is it concerned with the protection of the sovereignty of the United 
States of America over the canal? To date this has been maintained, 
but with each replacement of a United States citizen with an alien 
employee Panama’s wedge to obtain sovereignty is enlarged. Is it 
col rene with the qui ity of job performance, or only in obtaining 

cheapest help obtain: able? Is it concerned with the type and qual- 
ity of its United States citizens who will remain in this foreign area, 
who actually are the examples of America and of our way of lif 

If there is little or no advantage to employment in the Canal Sine, 
eventually the only citizen e smployees remaining here will be those who 
cannot compete in the labor m: arket in the United States—h: ardly good 
examples of our Nation, and hardly capable of operating such a vital 
aud complex installation as the Panama Canal. 

There is direct or indirect subsidization, in some degree, by citizen 
employees of the Panama Canal Company-Canal Zone Government, 
toward alien employees or the economy of Panama at the present time 
or will be to a further extent under the treaty provisions, in: Govern- 
Mi housing; employees’ fringe benefits; replacement of United 
States citizen : employees with aliens; curtailment of employees’ facili- 
ties; termination of manufacturing and processing of goods for sale 
in the Canal Zone; provision of training programs for alien em- 
ployees; withdrawal from sale of goods to ships, and from handling 
of commercial cargo for transshipment on Canal Zone piers; con- 
tinuing the purchase of supplies, material and equipment from 
a ama; and alien cash relief fund. 

Abolishment of United States rate positions—establishment of 
inal basic wage scale—The abolishment of many United States rate 
positions will result with the termination of the railroad service, re- 
turn of lands and improvements, manufacturing facilities, transfer 
of sanitated areas, curtailment of services outlets and the privilege of 
allowing aliens to compete with United States citizens in job classifi- 
cations of all kinds; 

In the establishment of a single basic wage scale it is feared that 
wages will tend to be lowered and placed on a par with Panamanian 
rates rather than United States rates. 

At this point I would like to ask permission to include in the record 
a statement that I made before the Appropriations Committee of the 
Senate, with reference to a job classification matter that occurred in 
the zone not too long ago. 

Senator Futsrient. Without objection, so ordered. 

(The statement referred to follows :) 
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LOWERING THE STANDARD OF QUALIFICATION, PAY, AND JOB PERFORMANCE 


In January of this year the Panama Company regraded truckdriver positions 
in the Motor Transportation Division and notified 10 United States employees 
that effective March 6, 1955, by reason of administrative decision their pay rates 

uuld be reduced from $2.42 per hour, United States rate, to $1.31 per hour, 
locality rate. This effective date was later extended until January 30, 1956 
This decision was appealed by the employees to the Civil Service Commission at 
Washington. D. ¢ On May 12, 1955, a ruling was handed down by E. A. Dunton 
Chief of the Appeals Examiners Office of the Commission, reversing the Company 
as to four of said employees with veteran’s preferences. The opinion reads in 
part as follows 

‘In arriving at his recommendation reversing the Panama Canal Company’s 
policy, the civil-service official cited precedents to show a long-established his 
tory that whenever a new pay determining system is brought into being, action 
is taken to preserve the incumbents of affected positions from loss so long as 
they occupy those positions. Thus we are led to the conclusion that both the 
Congress and the executive branch of the Government have considered something 

lore than mere savings in salary expenses in their determination as to what 
mote the efficiency of the service when a change in the basis of 

nputing salaries is made ‘ 

“We note,” the ruling added, “that the Company has taken some action to pro 

t the incumbents of these yx sitions whose wages are being reduced by almost 
50 percent by attempting to place them in other positions. But the action of the 
; I ng these employees, Whose average time of Government e1 
ployment exceeds 10 years, that 1 year hence they have the choice of working 
for approximately one-half of their present wage or else seeking employment 
elsewhere is not one that will promote the efficiency of the Federal service.” 

The Company has taken an appeal from this decision. 





Ve are inf this so-called regrading of truckdrivers position by the 
Col vis a col ion of a long-range program begun many years ago which 





is designed to effect a greater utilization of indigenous personnel whenever it can 
v~ demonstrated they can efficiently perform the duties involved. 





So t the United States citizen in the Canal Zone has no assurance of futur: 

b opportunities or job security with the Panama Canal under this conten 
plated policy of replacement. To offset the ill effects of replacement to some ex 
tent for 1 ed States citizen employees, it is advisable to know how, when, and 

here to expect initiation of this policy. 

What is the target date? 

What proportion of replacement is planned ? 

Llo mat United States citizens will be retained as a permanent forces 
What is the approximate figure or percentage? 

Projected manning scales f projected manning scales for each canal activity 
were made available, the employee would be able to foresee, to some extent 

st, his job future. If it is considered impracticable to release planned man 


recommended that a minimum of 6 months be required for notic« 
f involuntary termination of citizen employees. 

Mr. Dirwee. I probab ly could give you a very short statement in 
regard thereto, Mr. Chairman, and that is that it concerned 10 truck- 
drivers who were notified, I believe, sometime in the early part of this 
vear, January or February, that the qualifications with reference to 
the truckdriving were lowered, and that the employees, 10 United 
States employees, would have to accept one-half approximately what 
they were receiv ing’ at that time or get out of the zone. 

The employees thought that they had some rights under civil serv- 
ice, and appealed to the civil service here in Washington. Their posi- 
tion was sustained. The company has appealed. 

[ cite that as an example of the concern and fear of the individual 
employee as to this matter of changing the qualifications for a job. 
dropping down the wage return to the local rec ee wage, and 
telling the individual, in effect, “If you don’t like it, get out of the 
zone. 
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We are not in accord with this policy that so drastically affects the 
United States citizens employees. The payment of “locality” wages 
to both alien and United States citizens will disappoint the alien per- 
sonnel and will cause United States employees to seek employment 
elsewhere. Lowered prestige results for our country when United 
States citizens are forced to accept a greatly reduced standard of liv- 
And we wonder if this policy will be put into effect in other 
overseas areas—say in Japan or Germany? What becomes of the 
security factor involved toward this vital asset, the Panama Canal? 
And the loyalty that is felt by a United States worker in comparison 
with an alien who owes no allegiance to the United States of America ? 

We cannot feel there is economy or efficiency in a program that 
sponsors expenditures to train aliens to replace United States citizens, 
place them on an equal status in our civil service and furnish them 
vith a retirement for life. Was that the intent of our civil service 
reform program instituted many years ago—to place aliens of any 
country on a par with United States citizens who are better trained ? 
We do not believe that such was the intention of the esteemed Com- 
mission which set up the civil-service program for United States citi- 
zens, Too, it is the candid opinion of medical science that no tropical] 
eared native can reach the efficiency of a person reared in a temperate 
climate. 

The practice of a single basic wage scale will result in a downgrad- 
ng of positions for the sake of economy and will result in a dual de- 
moralizing effect (1) in lowered living standards for United States 
citizens and financial disadvantage that would force them to resign 
and seek employment elsewhere; (2) would cause discontent and dis- 
appointment te aliens who have long anticipated equal United States 
rates of pay ; 3) in lowered prestige of our N: atio n. 

8. Uniform application of United States Civil Service Retirement 


Ing 


Act.—We cannot concur wholeheartedly in this provision inasmuch 
as we feel that the policy is unfair to all United States taxpayers who 
contribute toward that portion of retirement paid by our Govern- 
ment. So far as we know, this is not a policy in other countries toward 
noncitizens, and is not a reciprocal advantage in Panama. It sets a 
vrrecedent and reminds other nations that their citizens might be given 
the same privilege when working for the United States Government 
in other overseas areas. 

However, in proposing legislation to effect such retirement for Pan- 
amanian citizens, it is recommended that specific provisions be in- 
cluded therein to assure that the Company-Government’s contribu 
tion be derived directly from tolls or from direct appropriation and 

t by employee services, commssaries, et cetera ; that such concession 

nea as a specific treaty obligation and not one to fall upon Pan- 
rh ‘anal employees in any manner 

9, Termination of manufacturing and proce ssing of goods for sale 
n Canal Zone—We are not in agreement with this policy inasmuch 
as we feel that a lowering of standard and quality will result in 
products for United States employees if forced to use Panamanian 
annie in addition to whic ‘h there is no price control assured. 

It is believed that the morale of the United States citizen employee 
will tend to drop even lower and personnel will leave the employ of 
the canal before they will subject themselves and families to a lowered 
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standard of living that results in lowered prestige of our Govern 
ment, poorer quality foods and services for themselves. 

That prices will spiral for all who buy, as the United States citizen 
is forced to purchase from Panama and the fact that an inadequate 
supply may result; if Panama sells to the United States and leave 
her own people short of commodities, what happens? A dissatisfac 
tion that defeats the purpose that leads toward good will and amiabl 
relations between the two countries. 

Resignations will follow if conditions become intolerable for United 
States citizen employees. 

However, it is recommended that legislation should provide tha 
satisfactory qualities measure up to United States standards of qual 
ity; to provide that costs of plants shut down, or elimination of sery 
ices under this provision, be charged to treaty obligations and no 
kept on the canal books. 

10. a stric tinG the SOUT CE of article 8 for sale mn the Canal Zone. 
We cannot agree with this policy of restricting the source of articles 
for resale. This creates a monopoly for Panama to the detriment of 
al] other nations, and thus deprives the United States citizen of such 
goods available from other foreign sources. Is this fair to other coun 
tries / 

We feel that every citizen of the United States living and working 
in the Canal Zone has the right to receive the highest standard sery 
ices and advantages available from his employer who is their own Gov 
ernment in this instance; especially is this true in such an isolated 
outpost as the Canal Zone. Rather than be subjected to whateve) 
substandard services and advantages Panama may offer, the United 
States citizens remaining on the job will deprive themselves, to some 
degree, of necessities and thus further lower their standard of living. 
We cannot see the logic in the sacrifice by United States citizens for 
the purpose of subsidizing the economy of Panama. We do not believe 
a single legislator is willing to do this himself, and we feel he should 
weigh long and diligently the consequences of the possibilities of this 
policy before taking action thereon. Would he be willing to sacrifice 
his standards and advantages to further the economy of Panama? 
We do not think so. 

[t is not difficult to foresee the situation within a few years time, if 
the new treaty is ratified in its present form, and unless steps are taken 
now to prevent this from happening, when the supervisory and skilled 
jobs are filled by a large percentage of Panamanians. Panama asks 
for another treaty concession, asking that the entire Panama Canal 
be turned over to them, and if such is not granted all her workers 
will be withdrawn from their work in the zone. The concession 
would have to be granted, or with the withdrawal of the employees 
and no trained personnel to step in, the canal would be closed until 
employees could be brought to the zone from the States. It is a 
dangerous situation. 

In conclusion, the members of this association feel that sufficient 
study of the preparation of the treaty was not given beforehand: 
that our Government has sacrificed too much in order to contribute to 
the economy of Panama and does not realize the far-reaching effects 
the practices and policies the numerous concessions will have upon the 
economy of our own Nation, of maritime shipping, and the canal enter- 
prise or operations, and its employees. 
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We are in full accord with the policy of our Government to further 
the economy of all nations, if and when it is practicable, but we do 
not agree that such contemplated policies should place a financial 
burden upon our own people to the extent that they will cause an 
undercurrent of dissatisfaction that results in a feeling of apprehen 
sion and which defeats its own purpose. 

Mr. Chairman, that concludes my prepared statement. 

If the members here have any questions, I would be very happy to 
answer them. 

Senator Futsrient. Thank you, Mr. Dilweg. 

Does the Senator from New Jersey have any questions? 

Senator Smirn. I have 1 or 2. 


NO OPPORTUNITY TO PRESENT VIEWS 


[ would like to ask you, Mr. Dilweg, whether all these points you 
make were taken up with the State Department and with the people 
who were negotiating the treaty. 

Mr. Dinwec. Senator, we had no opportunity to present our case 
in the negotiation of the treaty. That is the reason why we are ap- 
pearing here today before this body, to present our case. 

I think you could liken the persons in the zone to our citizens in 
exile. They have no voice in the Government, they have no represen- 
tation, and the only thing they can do through their own volition is 
to quit and come back. 

Senator SmirH. What is the American population of the zone? 

Mr. Ditwee. Approximately 3,700. 

Senator Smira. And you are speaking for the 3,700? 

Mr. Ditwee. I am not speaking for the 3,700. My association has 
approximately 50 percent of that group. I believe that my state- 
ments today, in the main, will be supported by labor representatives 
here, who also represent many of the citizens who are working in 
the zone. That is an assumption, however. 


CONTROL OF SANITATION 


Senator SmirH. I have got a more or less personal question. I was 
there some years ago, and we had the strictest sanitation setup. That 
was just at the end of the building of the canal. I know I was at 
Balboa one day at lunch, and a fly was seen and caused consternation, 
just an ordinary house fly; and on another occasion one mosquito was 
seen, and that caused consternation. 

You suggest here on page 3 that we are relinquishing control of 
sanitation, and I am wondering if that is true; whether we are just 
turning loose the old malaria scare. 

Mr. Ditwee. We feel very strongly about that, Senator. The mat- 

er of sanitation, and the matter of having it controlled, as we have 
pa ed it in the past, is essential to the well beit g of every one 
of our citizens who are employed in the zone, and unless we have some 
way in which we can be included in the picture of sanitation in 
Panama, to the extent that we may fix the standards, and the proper 

approach to the problem, I am quite fearful that something might 
break out down there by way of an epidemic. 
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Senator Smiru. Of course, we controlled that when we were build- 
ing the canal, and I thought we had controlled it since in the opera- 
tion of the canal. 

Have we abandoned the control of that in the operation of the 
canal ? 

Mr. Ditwec. We have relinquished that by treaty agreement, and 
I think that is a very serious matter, and I think you fully appreciate 
that. 


PAYMENT OF ANNUITY 


nator Smirn. The annuity payment seems to imply that the tolls 
are not applied to the payment of the annuity. Aren't the tolls to be 
so applied / 

Mr. Dinwee. Under the present law the company is on a pay-as-you- 
go basis, and part of the obligation of the company is to pay to the 
Panamanians the annuity you are referring to. 

Unless there is legislation proposed and enacted into law that would 
pay, let us say, this annuity out of the United States Treasury by an 
appropriation, the company has to find ways and means to collect this 
money from tolls and other activities. 

There are only two sources: one from tolls, and one from the other 
activities, and the other activities include comn lissary, the rentals 
of housing to the individuals, their complaint has been that anything 
that the v have received from this Congress by way of legislation and 
which might be determined to be a fringe benefit must be paid by the 
company; and, may I cite this as an example: this Congress saw fit 
last year, I believe, to provide insurance for Members of Congress and 
for the employees of the United States Government. 

My best recollection is that the United States Treasury would pay 
50 percent of that, the employee pays 50 percent. 

In the zone, the company has to pay the 50 percent out of its 
earnings. 

So, as a result, the contribution of the employee of 50 percent is 
supplemented by whatever additional costs are attached to the other 
activities that produce income for the company. 

Senator Futsricut. The Senator from Alabama ? 


LEGISLATION NECESSARY TO IMPLEMENT TREATY 


Senator SparKMAN. Just this: As I understand it, your position is 
that you feel we should go ahead with the treaty, but you call for 
eo gislation to accompany the treaty so as to guarantee the preserva- 
tion of these rights ? 

Mr. Ditwee. Legislation will be necessary to implement the treaty, 
Senator Sparkman. I believe it was Senator Morse, on Friday last, 
who put the question as to what legislation is necessary, and that the 
Senators would like to have such proposed legislation before them, 
before the ratification of this treaty. 

[ assume that the statement of Secretary Holland, that he would 
have that here by the middle of the week, will be carried out. (See 
p. 60.) ; 

However, in the consideration of implementing legislation, we are 
referring to these problems that we have and in turn have some voice 
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the matter of stating what we believe should be done and that 
legislation would spell it out. . 

You talk about colonialism over the world, we have colonialism in 
the Canal Zone. 

These people have no voice in the future plans of the Company as 

affects their Income, their employme nt. and so forth, and unless the 

nate or the House or the combined units e xpress themselves in no 
uneertain terms as to what shall be done, the Company goes merr 1h 


on 1tS way, and the employee stays as frustrated as he has in the adh 


SINGLE WAGE POLICY 


ator SpARKMAN. You made reference to a letter that was 
ain aa to me by Mr. Lovelady that is carried in this paper. 

L notice this letter was dated the L5th. L have not received a letter 
vet, but I have read it in the paper, and it deals almost entirely with 
this single wage policy. 

Is it your contention that it will require legislation to protect 
American citizens in this wage policy that is proposed ‘ 

Mr. Ditwee. Well, I can only refer again to what has happened, 
and what has been called a long-term policy of the Company, and 
that is when they feel that a job may be filled or carried on by a 
Panamanian, they fix the wage scale on the basis of _— recruitment ; 
in other words, if they can get a Panamanian for $1, that is the wage 
cale. 

If | am working in that position at the time, I am notified that 
unless I accept $1 rather than $2, I will have to seek employment 
elsewhere: and since there is no labor market in the zone, I have to 
leave the zone, come back to this country at considerable cost to 
myself and my family. 

I believe, Senator, that that is something which has to be spelled 
out. I think it is quite firm in my mind. 

Senator Sparkman. Again when you say “spelled out,” you mean 

n the implementing legislation ? 

Mr. Ditweea. That is right. 

Senator SPaARKMAN. If it is not spelled out, then you think the kind 
of a policy that was described here by Mr. Roderick would prevail ¢ 

Mr. Ditwee. Exactly. 

Senator SPARKMAN. Is that correct ? 

Mr. Dinwee. Exactly. 

Senator SPARKMAN. It seems to me th: at, pe rh aps, the obj jec tionable 
part, the one objectionable part, to the poli cy as descri bed by Mr. 
Roderic k would be this: that even though Americans were recruited 
in this country and paid what we usu: ally think of as American wages, 
if they once got down there and, for any reason should be separated 
from their work, and later should get a job, then they would be subject 
to this single wage policy of having been recruited in the Canal Zone: 
because the point is m: ide rather clear, I think, that Americans wouk 
be paid the American wage only if they were recruited in the United 
States. 

Mr. Dirwee. That is correct. 

Senator SparKMAN. American citizens recruited in Panama or in 
the Canal Zone would be paid the single wage rate. 
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Mr. Dirwec. I will not quite agree with that statement, Senator, 
because I am not certain. 

Senator SpaRKMAN. Well, I just was reading this newspaper article. 
I gather that that is what Mr. Roderick said, based on this letter. 

I believe that is all, Mr. Chairman. 

Senator Futsricut. Does the Senator from Vermont have any ques- 
tions? 

Senator ArkEN. What were the total receipts of the Panama Canal 
Company in 1954, Mr. Dilweg? 

Mr. Dirwec. Senator, I do not have that with me. My recollection 
is it runs into $80 million, something about $80 million plus. 

Senator Arken. What part of that was from tolls? 

Mr. Dirwee. About $33 million. 

Senator Arken. And the rest was from what ? 

Mr. Dinwee. Other activities. 

Senator AtrKEN. Rents, concessions, commissary ¢ 

Mr. Du.wee. There are no concessions, as such. 

Senator Arken. No concessions, as such ¢ 

Mr. Drrwee. But other activities would be, oh, a ship needs repairs, 
commissaries, rental, services to the employees community center, 
things of that nature. 

Senator Arken. Speaking of the employees, the possibility of em- 
ployment drifting largely to the Panamanians, does the Company 
make a determination as to whom to hire? 

Mr. Dirwec. That is right. They have full authority to hire. 

Senator Arken. And the responsibility would really be with them, 
whether there was a greater increase in the percentage of Panamanians 
employed or not ? 

Mr. Ditwea. That is correct. 


SOIR. BDA ns Bie 


cia Satie oi Blane 


oo a ae anes, 


en oe ee 


Melee 


PEND 


PASAT Bei 8: 


IMPORT RESTRICTIONS 


Senator Arken. I think there is one other question I wanted to ask, 
and that is, in item No. 10 you say: 


We cannot agree with this policy of restricting the source of articles for 
resale. This creates a monopoly for Panama to the detriment of all other 
nations, and thus deprives the United States citizen of such goods available from 
other foreign sources. Is this fair to other countries? 















Would this provision of the treaty prevent the importation of goods 
from any other country? 

Mr. Dirwee. Only if the Panamanians saw fit to import it and per- 
mit the citizen to buy. 

Senator Arken. Well, can’t supplies from the United States be sent 
into the Canal Zone? 

Mr. Ditwee. Only as to a limited amount, and which determination 
is, as I read the treaty, and would be, on the part of the Company and 
the Panamanian Government. 

Senator Arken. Is it your interpretation that the Panamanian Gov- 
ernment could block the shipment of supplies from the United States? 

Mr. Ditwee. Not foodstuffs or things of that nature, no. It is a 
question—— 

Senator Arken. What supplies could they block ? 

Mr. Dinwec. Well. I suppose—— 

Senator Arken. Material for repairing ships, for instance? 
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Mr. Dirwee. No. I would think that, perhaps, we could go in the 
field of luxury items there. 

The whole world, of course, sends in their products to the zone, and 
n many of the little shops in Panama you can get almost anything 
from any part of the world. 

Senator A1rKEN. Do ships, we will say, from Germ: uny or Ceylon or 
any other country going into the Canal Zone now pay the United 
States tariff rates? 

Mr. Dirwee. No; they pay a tariff rate to Panama, and Panama 
fixes its own rates with reference to the importation there. 

Senator Arken. Into the Canal Zone? 

Mr. Dirwee. No, not into the Canal Zone, into Panama proper. 

Senator Arken. Yes. 

Mr. Dirwee. But into the Canal Zone there is no importation duty, 
as such, on foodstuffs or clothing or materials that are needed there 
for housing or things of that nature, to my recollection. 

Senator Arken. A bicycle shipped from Great Britain to the Canal 
Zone would not pay the duty that it would pay for shipment into 
Washington or Philadelphia ? 

Mr. Dinwec. I cannot answer that question. 

Senator Arken. I think it would. I would like to know if there 
is an exception to our tariff laws in the case of the Canal Zone. 

Mr. Duawee. I believe that any importation into the Canal Zone 
from any foreign country pays its way the same as any importation 
into this country. 

Senator Arken. I think it would have to. 

I have no further questions. 

Senator Furtsrientr. On that point, do American cigarettes in the 
Canal Zone sell for the same price they do here in Washington, D. C.? 

Mr. Dinwee. Considerably less, Senator. 

Senator Futprientr. Why is that ? 

Mr. Ditwec. Well, there are two or three sources. You can go into 
the Army depots and get them from—— 

Senator Futsrienr. How much? 

Mr. Ditwee. Oh, ten cents, eight cents a pack. In the commissaries 
they sell for less than they would sell here. 

Senator Funsricur. They are exempt from Federal taxation ‘ 

Mr. Ditwee. I expect they are. That is the only way I can reflect 
the difference in cost. Of course, that is very true of the military 
depots and stores. 


SHOULD CONTROL SANITATION REGULATIONS IN PANAMA 


Senator Futsrient. You were talking about this health matter. Do 
you want to tell the committee that this treaty provides that the Canal 
Company or the Federal Government will have no control over the 
health conditions in the Canal Zone ? 

Mr. Dirwec. Not in the Canal Zone; I am talking about Panama. 

Senator Futsricutr. Do you think we should continue to control 
all the health regulations in the whole country of Panama‘ 

Mr. Ditwee. I certainly do, Senator. 

Senator ERS, Why? 

Mr. Duwee. I do not believe that the Panamanians can live up to 
the standards that are necessary to keep the zone free from contami- 
nation and a threat to health. 
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Senator Futsricur. You mean that the conditions in the country 
will deteriorate to the point where it will make impossible the main- 
tenance of healthy conditions in the zone itself 

Mr. Dinwee. Exactly right. 

The zone is only 10 miles wide and 50 miles long; it is a corridor 
through the sovereign nation of Panama, and whatever takes place 
outside of Panama, | mean outside of the Canal Zone proper, certainly 

ll atfect the Canal Zone. 

Senator Futsricutr. Does the Senator from Oregon have any ques 
tions / 

Senator Morse. Mr. Chairman, I am sorry that I did not hear th: 
witness read his statement. 

May I, however, say that I have scanned the statement, and I hav: 
l or = ‘stions I would like to ask the witness. 

First, along the lines of the chairman’s questioning, you indicate in 
this statement that you are concerned about our relinquishing the 
‘ight to control sanitation in Panama. 

Will you explain to the committee, at least explain to me, what om 
present control over health conditions at Panama is? 

Mr. Dinwee. At this time the company carries on a sanitation pro 
gram in which they periodically spray certain areas. Out in the so- 
called jungles you have to see that the misquito does not come into 
being, so to speak, by spraying properly, and it is a day-by-day job 
that has to be carried on accurately every day under certain condi- 
tions. 

Senator Morse. The United States has been paying for that serv- 
ice ¢ 

Mr. Dinwee. Yes, sir. 

Senator Morsr. And a this treaty we no longer would have 
any right to go in, we will say, and spray a mosquito-infested area / 

Mr. Ditwee. I cannot say ariealias we would have the right. The 
Panamanians are going to do that job now, under the treaty, and 
we are very much concerned whether the *v can do the job properly. 

Senator Morse. Do we do anything ‘about garbage and sewage 
(lisposal in any place outside the Canal Zone ? 

Mr. Ditwee. Oh, ves. Yes, we did carry that on until, I believe, 
the last year, and the Panamanians have taken over their own disposa! 
of sewage and garbage and that sort of thing. 
Rieur or SoverREIGN Power to Perrorm Domestic SERVICES 
Senator Morse. Well, under the doctrine of sovereignty, how can we 
very well deny to the Panmanian Government its right to perform its 
domestic service ? 

Mr. Dinwec. Well, Senator, we were given the right and we car- 
ried it on prior to this treaty, and I see no reason why we should 
not carry on that obligation to 3,700 citizens who are subjected to the 
sanitary conditions in the zone. 

Senator Morse. I donot know. That is why I asked. 

Mr. Driwec. I know, but I mean that would be my reaction to your 
question. 

Senator Morse. That is why I am asking these questions. 
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If I may go on a bit longer, Mr. Chairman, we did it, though, by 
treaty, did we not. : 

Mr. Ditwee. That is correct. 

Senator Morse. Now we have a sovereign power that says: “We 
no longer want that kind of interference with our domestic sovereign 
rights. We are willing to enter into a tre: it} with you wherel y over 
the territory you control you shall handle sewage and sanitation, but 
n our own country we want to do it ourselves.” 

What kind of an argument can we put up against that ? 

Mr. Dinwec. Well, I believe that the argument presented in the first 

stance would be feasible at this time, Senator, because we simply 
have learned that you must take care of sanitation as a daily problem 
under certain conditions to assure these people that they are not going 
to run into unhealthy conditions, and I believe that we could take that 
position today, and feasibly so, 

Senator Morse. We cannot force it on them. 

Mr. Duawee. Well, this is an — between nations, and this 
at has been reached at the executive level. I believe the 

enate, in ratifying this treaty, ‘hh as a perfect right to express its posi- 
tion and its thoughts with reference to the conditions contained 
therein. 

Sen: itor Morse. Speaking only hypothetically, suppose they simply 
said, “We will have none of it. We are perfectly willing to enter into 
an agreement over the Canal Zone, but we insist the United States 
get out of our domestic affairs such as are involved in protecting 
sanitation.” 

Mr. Ditwee. Senator, we could try 

Senator Morse. I do not know whether we have or not. but I just 
wanted to get your point of view on this sanitation, because it dis- 
turbs me very much. 

If you are right in your major premise that this treaty might lead 
to endangering the health of Americans in the Canal Zone, I should 
think, as a committee, we have got to have sagt assurance of the State 
Department that your fears are unfounded or that some arrange- 
ment exists whereby if a health problem exists, we can go in and pro- 
tect our people, even though it means spraying the mosquitoes in some 
Panama malaria-infested area. (See p. 171.) 

Mr. Dirtwee. Well, Senator, the State Department handled this 
matter with gloved hands. I think we have to be much more practical. 

My people live down there. I believe you put a question to Sec- 
retary Holland with reference to the relationship between the Pana- 
manians and the Americans. 

Well, I would like to give you my copies of the Spanish newspaper 
published in Panama a see what they think of the Americans. 

Senator Morse. Is it your testimony that you do not think the 

Americans in the ashlee Canal Zone look with favor on a good 

many provisions of this treaty ¢ ¢ 

Mr. Dizwec. The Panamanians do not like us, period. And T can 
say that not only on information and belief, but having been down 
there and having had contact, sir. 

Senator Morse. Now, getting back to my question, do you think 
that Americans, the American workers, American Government em- 
ployees below the administrative level in the Panama Canal Zone, 
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look with disfavor on some provisions of this treaty because they 
think it will affect them detrimentally / 

Mr. Ditwee. They certainly do, sir, because indirectly they are 
going to be affected adversely, unless there are some very firm state 
ments made by this committee to the company. 

For example, there is a 714 percent increase to the Government 
classified employees. There is an eight-point-something increase for 
the postal employees. All of that must be earned by the Panama Com 
pany either from tolls or from other activities. 

Now, when I say other activities, that includes the commissaries, 
the rental of housing, which again reflects back into the pocketbook 
oi every individual employee. 

So that actually what appears to be a benefit is wiped out by the need 


for the company to earn more revenue to take care of the obligations 
under present law 541. 


RELINQUISHING ECONOMIC ACTIVITY IN CANAL ZONE 


Senator Morse. Will you clear up one bit of ignorance on my part, 
because I am not familiar with the facts down there, and I still do not 
understand the situation based on the testimony last Friday about our 
giving up certain concessions and giving up certain economic activity, 
manufacturing and processing activities now e ngage «Lin. 

Are those activities limited entirely to the Canal Zone, or do they in- 
volve some American activities outside the Canal Zone covered by this 
treaty ‘ 

Mr. Ditwee. Well, there are not any other activities carried on in 
the Canal Zone other than the activities that are carried on by the 
United States Government. 

Senator Morse. When we relinquish those activities, who will per 
form them under this treaty ¢ 

Mr. Dinwec. The Panamanians. 

Senator Morse. The Panamanians ? 

Mr. Ditwec. That is right. 

Senator Morse. Does this mean we are letting Panamanian busi 
nessmen come into the Canal Zone and operate dry-cleaning establish- 
ments and food-processing establishments and other business enter- 
prises ¢ 

Mr. Ditwee. Exactly. 

Senator Morse And it is part of your complaint that if we do that 
it will result in end: angering health and also result in what you fea 
will be economic disadvantages to the American workers in the fen) 
Zone ¢ 

Mr. Dinwee. Exactly, Senator. I do not know why the company 
gave up the terminals of the railroad. Actually, a railroad has to have 
some kind of a terminal. 

Now, we gave back to the Panamanians both terminals, one on the 
Atlantic side and the other on the Pacific side, so what we have today 
is a railroad that has no terminals, and the company has sumply said, 
“Whi, we believe that a road would be better through the Canal Zone, 
and serve the purposes and needs of the zone rather than the railroad, 
and we are going to wind it up.” 

Well, fortunately the House side held a hearing and has held this 
matter in abeyance, and they simply cannot abandon this railroad. 
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Now, what is in back of the giving away of the terminals of the rail- 
road I do not know. 

Senator Morse. One other word on this giving up these economic 
activities in the Canal Zone: Under this treaty can American busi- 
nessmen do it as well as Panamanians, or is it a treaty that simply says 
Panamanians can do it ¢ 

Mr. Dinwec. Well. understand, Senator, that all activities in the 
Canal Zone are carried on by our Government as an instrumentality of 
the United States Government. There is no private industry carried 
on in the zone, as such. 

Senator Morse. But these concessions mean that there will be some 
private industry there. 

Mr. Ditwec. Well, the concessions that are made mean that we are 
ceiving back to the Panamanians certain terminals that we had, and I 
do not know what they are going to do withthem. | suppose they are 
voing to use them. There are some hospital facilities, the hotel on the 
\tlantic side, and the pool, a very fine building, that was under rental 
to the Panamanians this year, and they could not carry out their con- 
tract and turned it back. Now, we are giving them the hotel on the 
Atlantic side. Why, I do not know. 


OPERATING BUSINESSES IN CANAL ZONI 


Senator Morse. I am sorry to dwell on this, Mr. Chairman. Give 
me another moment or two because I think it is a rather important 
principle involved, because it has been said to me that what we are 
really doing in that Canal Zone is operating a socialistic American 
state, and if we are, I think we ought to modify it 

But let me give you this hypothetical question: Suppose I pay a 
visit to the Canal Zone and have to have my shirts laundered. Will 
they be laundered by a laundry in the Canal Zone that is really op- 

rated by the United States Government through the Canal Com- 
i 

Mr. Ditwee, At the present time, yes. 

Senator Morse. Why shouldn’t the Panamanian laundry launder 
them ? 

Mr. Ditwee. Well, I cannot answer that. It is a matter that was 
carried on, I expect, right from the time that the canal was built down 
there, that certain services were supplied to our own employees, be- 
cause they were used to certain standards, 

When they switch over to the Panamanian they cannot expect the 
quality of work and the standards that they were accustomed to. 

Senator Morse. But if we invited American businessmen to come 
in and the treaty allowed it—I am not sure it does—wouldn’t that be in 
keeping with our ideas 

Mr. Ditwec. No, we cannot under the treaty. 

Senator Morse (continuing). Of free enterprise ? 

Mr. Ditwee. Under the treaty there is no private enterprise in the 
Canal Zone at all; it is all operated as an instrumentality of the 
Government. 

Senator Morse. But if I understood you correctly, and it was 
not clear from the State Department witnesses the other day, 
these economic concessions mean that Panamanians can come in and 
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operate businesses now operated by the United States Government. 
Couldn’t American investors go down and do the same thing ¢ 

Mr. Ditwee. No, we have no right to do that. As soon as we step 
out of the cloak of the United States Government into that of the 
private individual, we have no right to carry on any function in the 
zone at all. 

Senator Arken. Will the Senator from Oregon yield ? 

Senator Morse. Yes, I will yield. 

Senator Arxen. I think the Senator from Oregon should pursue his 
questioning a little further and find out what part of this treaty pet 
mits Panamanians to go in and establish businesses. 

Senator Morse. I have not found it. 

Senator Arken. I cannot find it. 

Senator Morse. I am on my way to that problem. 

Senator Arken. All right. 

Senator Morse. Can the witness cite to me the part of the treaty 
that creates the danger that he has testified about ? 

Mr. Ditwee. Well, on page 2, I referred to the various concessions. 
I do not have a copy of the treaty or the memorandum with me. 


ECONOMIC DISADVANTAGE OF AMERICAN WORKER UNDER NEW TREATY 


One other point: On page 6, toward the bottom of the page, you 
have a paragraph that reads as follows: 


The practice of a single basic wage scale will result in a downgrading of posi 
tions for the sake of economy, and will result in a dual demoralizing effect; (1) 
in lowered living standards for United States citizens and financial disadvan- 
tage that would force them to resign and seek employment elsewhere; (2) would 
cause discontent and disappointment to aliens who have long anticipated equal 
United States rates of pay; (3) in lowered prestige of our Nation. 

Let us confine our attention for the moment to the economic dis 
advantage of American workers, 

Let us take an auto mechanic in one cf the bus terminals. What 
effect will this treaty have on his wages? Any ? 

Mr. Ditwea. Senator, I probably could answer this question for 
you by referring to a statement I made before the Senate Appropria- 
tions Committee and what has happened down in the zone with ref- 
erence to Company policy of lowering the qualifications of a particu- 
lar job and then saying to the United States citizen who is on the job 
at the time, “If you want to take half of what you are getting today, 
you can remain. If not you can carry on for 6 months and we will 
replace you with a Panamanian. 

Now, that has been the policy of the Company. I would just like 
to read this to you, and I think I can get to this very effectively : 

In January of this year the Panama Company regarded truckdriver posi- 
tions in the Motor Transportation Division and notified 10 United States em- 
ployees that effective March 6, 1955, by reason of administrative decision their 
pay rates would be reduced from $2.42 per hour, United States rate, to $1.31 per 
hour, locality rate. This effective date was later extended until January 309, 
1956. This decision was we by the vanerene to the Civil Service Com- 
mission at Washington, D. C. On May 12, 1955, a ruling was handed down by 
E. A. Dunton, Chief of the Appeals Examiners Office of the Commission, re- 
versing the Company as to four of said employees with veteran preferences. 
The opinion reads in part as follows: 

“In arriving at his recommendation reversing the Panama Canal Company’s 
policy, the civil-service official cited precedents to show a long-established 
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history that whenever a new pay determination system is brought into being, 
action is taken to preserve the incumbents of affected positions from loss so 
long as they occupy those positions. Thus we are led to the conclusion that 
both the Congress and the executive branch of the Government have considered 
something more than mere savings in salary expenses in their determination as 
to what actions will promote the efficiency of the service when a change in the 
basis of computing salaries is made * * *. 

“We note,” the ruling added, “that the Company has taken some action to 
protect the incumbents of these positions whose wages are being reduced by 
almost 50 percent by attempting to place them in other positions. But the action 
of the Company in informing these employees, whose average time of Govern- 
ment employment exceeds 10 years, that 1 year hence they have the choice of 
working for approximately one-half of their present wage or else seeking em- 
ployment elsewhere is not one that will promote the efficiency of the Federal 
service.” 

Now the Company is taking an appeal from this decision. I do not 
know what the effect of that is going to be, but may Ladd this: 

We are informed that this so-called regrading of truckdriver positions by the 
Company is a continuation of a long-range program begun many years ago which 
is designed to effect a greater utilization of indigenous personnel whenever it 
can be demonstrated they can efficiently perform the duties involved. 

So today the United States citizen in the Canal Zone has no assurance of 
future job opportunities or job security with the Panama Canal under this con- 
templated policy of replacement. To offset the ill effects of replacement to some 
extent for United States citizen employees, it is advisable to know how, when, 
and where to expect initiation of this policy. 

What is the target date? 

What proportion of replacement is planned? 

How many United States citizens will be retained as a permanent force? What 
is the approximate figure or percentage? 

Projected manning scales: If projected manning scales for each canal activ- 
ity were made available, the employee would be able to foresee, to some extent 
at least, his job future. If it is considered impracticable to release planned man- 
ning scales, it is recommended that a minimum of 6 months be required for notice 
of involuntary termination of citizen employees. 


Senator Morse. Mr. Dilweg, do you think I would be right in con- 
cluding from your testimony that the people you represent seem to be 
fearful that the treaty is going to result in a lowering of wage scales 
for American civilians who are working down there, but an increase 
in the wage seales for Panamanians who hope to come in and take over 
some of those jobs now held by Americans ? 

Mr. Di.wee. Exactly, sir. 

Senator Morsr. Of course, that again raises this whole question 
of sovereignty. 

When I was over in Germany a couple of years ago making a study 
for the Armed Services Committee, I found that the Germans felt 
that more and more of the civilian jobs over there being held by Amer- 
ican civilians ought to be turned over to German civilians, and the 
Americans sent home. 

Aren’t we confronted here with a situation where there is a grow- 
ing attitude in Panama that more and more jobs held by American 
civilians should be filled by Panamanians, and that the Americans 
go home, and that we reduce the control that we exercise in that part 
of the world ? 

Mr. Dinwee. That is exactly right, Senator. 

Senator Morsr. That is all, Mr. Chairman. 

Senator ArkEN. May I ask one more question ? 
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PROPERTY IN CANAL ZONE 


Senator Fursricut. Let me just put one question. At least there 
is some confusion in my mind between the zone and Panama. All of 
your remarks are directed to what will take place in the zone and part 
in Panama outside of the zone ? 

Mr. Diruwee. As to sanitation, Senator, it naturally would refer to 
that territory outside of the corridor that we have under a lease in 
perpetuity down there. 

Senator Futsricur. This property that you mention, is this all 
within the zone ? 

Mr. Dirwec. The property I mentioned is all within the zone, and 
we are simply turning it over to the Panamanians for some reason or 
other. The terminal of the railroad on the Atlantic side and on the 
Pacific side, and a hotel. 

Senator Futsrieut. What sort of a hotel is this you mentioned. 

Mr. Dutwee. A very fine hotel. Oh, I judge it may have 200 rooms. 
It has a pool. 

Senator Futsrient. What do you mean, swimming poo! ? 

Mr. Dinwec. Swimming pool, correct. 

Senator Fursrient. It 1s now being operated by the Company, and 
it will be given to the Panamanian Government. What do you expect 
will happen that you do not like ? 

Mr. Ditwee. It simply means that it is reducing the operation nec- 
essarily of the railroad, for example, because 
Senator Futsricur. Do these people you represent feel—are they 
now permitted to use this hotel or this pool at a very low rate; is that 

it? 

Mr. Ditwee. Well, they can get a room at the hotel and things of 
that nature. Of course, they do not do it. They have their own 
homes down there, Senator. 

Senator Futsrigut. They use the pool ? 

Mr. Ditwec. I expect they do at times. They use the hotel for 
entertainment purposes, and meetings, the same as we do here. 

Senator Futsricgut. Where is this bridge you mentioned that is 
going to be built. 

Mr. Dinwec. At Balboa. It crosses the canal at Balboa, and will 
offer to the Panamanians transportation, of course, across the canal. 

Senator Futsrieut. Is that the Inter-American Highway Bridge? 
Is that what you are speaking of ? 

Mr. Durwec. No. It has nothing to do with the Inter-American 
Highway Bridge. The bridge has not been built as yet, and I expect 
that maybe it could be coordinated with that plan of the International 
Highway. 

Senator Futsrient. There will have to be some kind of way, a tun- 
nel or a bridge across that canal. 

Mr. Dinwee. Well, they have had ferry service across there. 

Senator Futsricut. Ferry across the lakes? 

Mr. Dinwec. They ferry automobiles and passengers and that sort 
of thing at no cost to the Panamanians, but here sometime ago we 
agreed with the Panamanian Government to build a bridge, give them 
a bridge instead. . 

Senator Futsrtient. What you think is that the Panamanians ought 
to build the bridge in return for these properties ? 








‘ 
2 
5 
z 
3 


sal ei Kata Ni ch a heh 5 


ane 


eich R CE ta + ONE IE N: 


8 




















































































































{ 


1 eri Le ibe2.t 


5 AN EINER : AARC AMIN A AES Hi mah ad oa) 





THE PANAMA TREATY 95 


Mr. Dirwec. Exactly. I do not know why we should give them 
$95 million worth of property and also provide them with another 
¢9() million to build a bridge. 

Senator Futsrient. Is the bridge for the convenience of the Pan- 
amanians ¢ 

Mr. Ditwes. Yes, sir. 

Senator Futsrient. The Senator from Vermont. 


LIVING ARRANGEMENTS OF AMERICANS IN CANAL ZONE 


Senator ArkEeN. I was going to ask you, Do any of the employees 
of the Canal Zone, American employees, live in Panama ! 

Mr. Dinwec. There might be a few, Senator. You cannot own 
property in Panama but there are a few sections in which Americans 
live outside the zone. They have developed these sections, put in 
their own roads, sewage system, and built some very nice homes. 

Most of those people are employees of the oil company or banana 
company. 

Senator Aiken. They are not employees of the Company ? 

Mr. Dirwec. No one can own property in Panama except Pana- 
manians. 

Senator Arken. I see. 

Mr. Ditwee. And when you are through working for the Company 
you must get out of there in 30 days. 

' Senator Arken. Do the employees of the Canal Zone get any hard- 
ship allowance ¢ 

Mr. Dirwee. Get any what ? 

Senator Arken. Hardship allowance ? 

Mr. Ditwee. They get a 25-percent differential over base wage of 
their counterpart in the United States. 

Senator Arken. They get the same hardship allowance they would 
if they were in the Pacific islands, or Saudi Arabia ? 

Mr. Dinwee. With this exception, Senator: If you are under Execu- 
tive Order 10,000, the Civil Service Commission has been granted au- 
thority to determine when a cost-of-living allowance should be allowed 
in our possessions and Territories, Hawaii, some of the islands out in 
the Pacific, Alaska, and so forth. 

The maximum is 25 percent; and the Civil Service determines 
whether it should be reduced. That, however, is tax free. 

Now, the American citizen in the zone has to pay tax on his 25 per- 
cent differential even though part of that differential was paid to him 
for additional cost-of-living expenses. 

Senator ArkEN. Wouldn’t American citizens living in Panama have 
to pay income tax, too? 

Mr. Dinwee. He does pay income tax. 

Senator ArkEeN. Yes. 

Mr. Ditwee. But I say he also pays income tax on the differential. 
where the individual United States citizen who works for the United 
States Government in Alaska, Hawaii, and many other of our Terri- 
tories and possessions get a cost-of-living allowance that is exempt 
from tax. 

So actually, we are not fairly spreading the burden of taxation when 
we force the United States citizen in the zone to pay tax on not only 
his base salary, but also his differential. 
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Senator Arken. Does the Republic of Panama have an income tax? 

Mr. Dinwec. They had not until this treaty arrangement. After 
this treaty goes into effect, they are then permitted by agreement to 
tax any individual who works for the Panama Canal Company who is 
a Panamanian. 

Senator Arken. What effect will the equalization of pay for Com- 
pany employees have on the general wage scale in the Republic of 
Panama‘? Does it hav a tendenc y to raise it? 

Mr. Diriwee. I am afraid they are going to be very much disap- 
pointed, Senator. For reason No. 1, they Ww ill have to pay income tax 
for the first time. Ifa Panamanian works for the Company but lives 
in Panama, he no longer will be given the privileges of buying in the 
Company commissaries, which means he is going to have to pay more 
for his foodstuffs in the Republic of Panama. 

So unfortunately, the expectation is one to be anticipated, but never 
realized. 

Senator Arken. That isall, Mr. Chairman. 

Senator Futsrient. Thank you very much, Mr. Dilweg. 

The next witness is Mr. J. A. Brownlow, president, metal trades de- 
partment, American Federation of Labor. 

Mr. Howard E. Munro, legislative representative, of the Central 
Labor Union and the Metal Trades Council of the Panama Canal 
Zone, will be present. Mr. Munro does not plan to make a statement 
of his own. 

Mr. Brownlow, do you feel it is necessary to read this statement, or 
can it be put in the record and you can summarize it and point out the 
highlights in your own language ? 


STATEMENT OF J. A. BROWNLOW, PRESIDENT, METAL TRADES 
DEPARTMENT, AMERICAN FEDERATION OF LABOR 


Mr. Browntow. Very frankly, Mr. Chairman, many of the subjects 

that are contained in this prepared statement were dealt with in some 
ways by members of the committee and also Mr. Dilweg. Needless 
to say, we are not in complete agreement with what Mr. Dilweg said 
on some of the items, and I think that, perhaps, we have a different 
approach to this thing than Mr. Dilweg had. 

i realize this is a rather lengthy statement, and it was not contem- 
plated at the time it was prepared, and we were invited to come before 
the committee, that we would run into this time of day. However, 
we will bow to your wishes in the matter. 

Senator Fursrient. It strikes me, if it is all right with you, that 
you put this entire statement into the record, and then you tell us— 
you are familiar with it—and you tell us what are the crucial points 
that you wish to emphasize, and describe them to us in your own lan- 
guage. 

Would that be agreeable to you, especially the differences between 
your point of view and Mr. Dilweg’s? 

Mr. Brownrow. Well, that is going to be rather difficult to point 
out except as they appear in this prepared statement which, as you 
know, will be in the record and will be read by members of the com- 
mittee. 

However, I am ready and willing to do whatever you wish. 
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Senator ArkEN. Do I understand that Mr. Brownlow is representing 


the American Federation of Labor ? 


Senator Funsrient. That is my understanding. 

Mr. Browntow. That is right. We represent the employees, the 
American employees, on the Canal Zone. 

Senator A1rkEN. What I wanted to know, is this the position of the 
American Federation of Labor? 

Mr. Browniow. That is right, sir. 

Senator ArkeN. The American Federation of Labor as a whole is 
taking this position ? 

Mr. Browniow. That is right. 

Senator Morse. Mr. Chairman, I have scanned the statement enough 
to make this suggestion, that probably he ought to start reading on 
page 5. The rest is explanatory, and will go into the record, because 
[ think on page 5 he starts to go into the heart of his objections to the 
treaty. 

Senator Futsrieut. You are opposed to the treaty ? 

Mr. Browniow. No, I would not say we were opposed to the treaty. 

Senator FutsricHr. You are not. 

I hesitate to tell you how to proceed, Mr. Brownlow. If you feel it 
is necessary to read the statement, why you may proceed. I was 
merely mé aking the suggestion. 

As you know, you can see what the time is, and the Senate will soon 
go into session. I am afraid you may be left with a very small 
audience, and it may be that it would be more effective from your 
point of view to pick up what you wish to emphasize. But you may 
proceed in your own way. 

(Discussion off the record.) 

Senator SPARKMAN (presiding). May I ask this question before you 
start? You say you are not opposed to the treaty? You take the 
same attitude as expressed by Mr. Dilweg. You favor the treaty, but 
you do have recommendations, definite recommendations, with refer- 
ence to legislation to implement the treaty ? 

Mr. Browntow. Let me put it this way, Senator Sparkman: We do 
not either oppose or are we for the treaty. We assume that is proper 
for the State Department and the executive branch of the Government. 

We have a treaty. There are some provisions in it we do not like 
and we believe there should be certain safeguards to protect the 
employees down there. 

You see, we have had a long stake in this Canal Zone. Since 1906 
we have been interested in the Canal Zone. We built it, and our 
people are still there. That is the reason we have this interest. 

Senator SparKMAN. Go right ahead in your own way, Mr. Brown- 
low. 

Mr. Browniow. I am appearing here on behalf of the 26 local unions 
affiliated with the Panama Canal Metal Trades Council. The mem- 
bership of these local unions consists of the United States citizens 
employed by all of the various agencies of the United States which 
operate, maintain, and protect the Panama Canal and auxiliary works. 


METAL TRADES DEPARTMENT HAS DIRECT INTEREST IN PANAMA CANAL. 


The Metal Trades Department has a direct and continuing interest 
in the Panama Canal. This interest is threefold: First, in the r ecog- 
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nition of the vital defense importance of the canal to the continued 
welfare and best interests of our country; second, the extreme im- 
portance of the canal to United States commerce and to our mari- 
time industry. The third area of our concern and interest is the 
continued welfare and well-being of the approximately 6,000 skilled 
and trained United States citizens who responded to their country’s 
call and transplanted their families and themselves to this important | 
outpost to assist their Government in developing and maintaining | 
this installation which is so necessary to the sustained security of | 
the United States, its commercial well-being, and that of the world | 
as well. : 
Lest it seem unusual to members of this Committee on Foreign | 
Relations that we are appearing before it in connection with its con- | 
sideration of ratification of an international agreement, let me point 
out at the outset that many of the provisions of the treaty and accom- | 
panying memorandum of understandings deal with matters of direct | 
concern to our membership. I have personally visited the canal on 
several occasions. The most recent time was only last March. From 
personal conversation, observations, and newspaper reports, it is quite 
apparent to us that the wording of these documents is being in- 
terpreted in diametrically opposite ways by the various groups 
directly concerned. It seems to us that various provisions of the 
documents are susceptible to interpretations which will change the 
existing and accepted practices and policies of canal operation. 
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NEED FOR CLARIFICATION OF LANGUAGE USED IN TREATY AND 
RELATED DOCUMENTS 


The broad language of numerous clauses and items contained in 
these documents and their commitments to seek legislation, in our 
opinion, imposes on this committee a responsibility “when reporting 
on the same to the Senate to include in its report appropriate com- | 
ments and clarifications of intent so as to reassure the thousands of | 
United States citizens manning the canal and auxiliary operations | 
that the treaty and memorandum of understandings will not operate 
to the detriment of their continued welfare and well-being. 

Because of the governmental nature of the canal operations, norma! 
employee-management relationships such as are found throughout 
private industry do not prevail for the United States citizen employ ees 
in the Canal Zone. It is incumbent upon us in their behalf to appear 
before the various congressiona! committees handling legislation or 
appropriations for the Panama Canal to obtain consideration of the 
matters of wages and other conditions of employment and the general 
welfare of our members. These areas are involved in the treaty and 
memorandum of understandings. Therefore, we are appearing here | 
today to present our viewpoints. : 

The Panama Canal workers have a legitimate and real interest in 
the items in the treaty and memorandum of unders tandings even 
though such items are not directly related to their wage rates and 
working conditions. In order to appreciate this fact it is necessary 
to realize that the Panama Canal Company receives no appropriations 
of United States funds. The Canal Zone Government does receive 
annual appropriations covering its operations. Although the Zone 
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{ “9: ernment receives appropriations from the United States Treasury, 
by law (Public Law 841, 81st Cong.), the Panama Canal Company 
reimburses the United States ‘Treasury for all appropriated funds. 
Therefore, the Canal Zone Government is not an expense borne out of 
United States general funds. 

The income of the Panama Canal Company is derived from two 
main sources; the shippers who use the canal facilities and the em- 
ployees of the United States agencies operating in the Canal Zone. 
Some slight income is received from the military in payment for 
utilities supplied and other services rendered and some very slight 
income for the same rendered to the Republic of Panama. 

We wish to direct your attention to the fact that the only residents 
in the Canal Zone are those employees of Federal agencies and their 
families and those few employees of shipping, oil, and banking facili- 
ties and their families who service the users of the canal. 


INTERPRETATION OF PUBLIC LAW INVOLVING TOLLS 


There is a considerable difference of opinion as to the proper inter- 
pretation of Public Law 841 of the 81st Congress dealing with dis- 
tribution of costs in relation to the tolls formula. The Panama Canal 
Company, the Zone Government, the General Accounting Office, the 
Bureau of the Budget, the shippers using the canal fac ilities, and 
the employees all have divergent viewpoints as to the proper inter- 
pretations to place on this law. The basis of the differences among 
these groups in the final analysis comes down to whether each activity, 
or the Company as a whole, should meet the financial requirements 
under Public Law 841. The many additional cost items incorporated 
in or anticipated by the treaty and memorandum of understandings 
will enter into this controversy unless the Senate’s intent with respect 
to such cost items is clearly spelled out by this committee. 

This income to the Panama Canal Company from shippers comes 
principally from tolls paid. It must also be recognized that the volume 
of traffic through the canal is dependent upon world commerce and 
cannot be increased through advertising or other methods normally 
used to increase business. 

It is the position of the metal trades department that none of 
the direct or indirect costs resulting from either the treaty, the 
memorandum of understandings, or from legislation growing out of 
either should be either directly or indirectly ‘passed on to or borne by 
any of the civilian eee ees in the Canal Zone. 

We respectfully submit that the direct interests of the Government 
of the United States in the continued proper operation of the canal 
and in achieving and carrying out the commitments which it has 
made in the treaty and memorandum of understé ndings warrant 
proper consideration being given to the appropriating of nonreim- 
bursable funds to cover the costs incident to the treaty and memoran- 
dum of understandings. 

I would make one further general comment before dealing specifi- 
cally with various items of the two documents. Labor’s interest in 
the canal is far broader than its members directly involved. The 
Panama Canal is a great working example of American skill, in- 
genuity, and perseverance. It stands as a permanent wonder of the 
world and, particularly to our Latin American neighbors, as a bench- 
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mark of achievement in handling difficult problems of health, engi- 
neering, and mechanics. 

We believe that the American character of the canal should always 
be preserved. While it is incumbent upon us to be as helpful as possi- 
ble toward making our Panamanian neighbors good citizens of Pana- 
ma, it is certainly not incumbent on us to endeavor to make them 
United States citizens. The obligations which our Government has 
to its citizens who are serving it in the Canal Zone should not be sub 
ordinated to its desires to improve the Panamanian economy. 


Protection against adverse effects on employment of United States 
civilian « mploye és 


There are a number of items in the treaty and memorandum of 
understandings and in legislation to be sought as a result of the same 
where it is necessary to protect the interests of United States civilian 
employees against misapplication or misinterpretation of such pro- 
visions or legislation. We respectfully suggest that this might be 
achieved by incorporating in the report submitted to the Senate for its 
adoption, language indicating that in approving the treaty it is not 
the intent of the Senate that any of the provisions of the treaty or 
the memorandum of understandings shall alter in any way adverse 
to the United States civilian employees the present methods of re- 
cruitment, or the present methods of wage and salary determination 
applicable to such employees, nor shall it impair the job security of 
any such United States civilians employed in the Canal Zone. 

There are various provisions in the memorandum of understand- 
ings on the part of the United States which require a reflection of 
the above general statement of intent. These include: 

Item 1 and its three lettered subsections, (a), (b), and (c)—which 
I am sure the members of the committee have there—agree that the 
United States will seek legislation to authorize each of its agencies in 
the Canal Zone to conform its existing wage practices to certain speci- 
fied principles. These principles include the establishment of a basic 
wage for a given grade which will be the same for any employee eli- 
gible for appointment to such grade without regard to whether he 
is a United States or Panamanian citizen, The second provides for 
the addition of a differential plus allowances for United States citi- 
zen ae and the third provides for greater annual leave bene- 
fits and travel allowances for United States citizen employees. 

We certainly have no quarrel with the principle of equal pay for 
equal skill and work, regardless of nationality. The language of 
the memorandum of understandings, however, would allow for this 
equality to be achieved by reducing existing rates enjoyed by United 
States employees in the interests of developing a uniform rate 
structure. 

May I depart from the text for the moment, and inasmuch as I 
heard so much questioning on this ver ry subject, we have no objection 
whatever with respect to the standard of the Panamanian citizen or 
his wage being increased. 

But what we do object to is the Canal Company or the United 
States Government downgrading its employees to meet a standard 
which may be established by the Government of Panama or the Pana- 
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manian economy, and unfortunately that is the thing that is happen- 
ing at the present time; and if I use as an example my own trade, 
which happens to be that of a plumber, at one time there were hun- 
dreds of plumbers employed on the Canal Zone, I understand, and 
at the present time there are 36 United States citizens, or as you might 
call them, United States rate plumbers receiving the standard rate 
which is established on a basis of equality of the second rate step of 
the navy yard in the United States, plus the increment of 25 percent, 
which they used to call the old gold rate, and now they call the United 
States rate. 

Today those 36 are supervising Panamanian employees or Pana- 
manian citizens who receive 75, 80, 85 cents per hour, and that is the 
thing that is happening not only w ith that trade but with all trades. 

Senator Morsge. Mr. Brownlow, is there some reason to believe that 
one of the results of the wage features of this treaty may be to put 
the Davis-Bacon Act into reverse, that we get an American citizen 
of high skill to go down there with the assurance that the principle 
of prevailing wage is going to be paid based upon American stand- 
ards, and now we will discover nae this treaty that they are going 
to get paid on the basis of prevailing wages outside of the Canal 
Zone, and in Panama, which is so much below that of our continental 

wage rates that it is going to work great injustice upon this—take your 
ex: imple of the plumbers in Panama—this plumber in the Canal Zone? 

Mr. Browntow. I would not say the United States employee, Sen- 
ator Morse, who is recruited here in the United States and is taken 
down there. 

But after he has been there a short time, then he is told that his 
services are no longer required. He is sent back to the United States 
or laid off and, of course, if he is laid off and stays down there, then 
he is subject to reemployment at any rate which they see fit to pay 
him and, in turn, however, Panamanians are employed to take his job 
and that, of cour ‘Se, is the thing that we object to very much. 


LIVING CONDITIONS IN CANAL ZONE 


I wonder if I may add this, and I am reaching out just a little bit, 
but once again, as I said before, we built this canal. We have just as 
much pride in this canal as we have in this building or the Capitol or 
any other United States institution, and we feel that it should be 
maintained by the same people who built it. 

But the other obligation we have as citizens, we ask these people 
to go down there. Now what the circumstances were when they went 
down there, does not seem to me are too important. The answer is 
always when you recruit civilian labor for out-of-way places, it is 
patriotic service that you render. 

Perhaps these people who went down there needed a job; I suppose 
they did or they would not have gone. That was weighed with the 
idea of some adventure, and also the patriotism that goes with it. 

They encountered hardships. I do not care what anybody says 
when you go down to an area like that, certainly the grass is green, 
the se hoolhouses are nice, the houses are res asonably good, but you bear 
in mind you are living right in a goldfish bowl, you are confined to 
that area. You work, attend church, you go to school; your entire 
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community life is tied up with the very people with whom you work; 
and, after all, it is worth something. 

For anybody to think that living i in the Canal Zone is something 
that is really attractive to people, they just have not had any exper- 
ence down there, because outside of the Canal Zone proper there is not 
any attraction whatever. 

The various cultural pursuits that we follow up here are not avail- 
able. Certainly the glamour is there for the first year or so, but then 
it becomes pretty much of a regular dud, and one gets tired of it. 

Consequently, it is not fair to these employees who have to put up 
with this thing that then they be subjected to the possibility of losing 
their job. 

Now that is the thing that happens; and, bear this in mind, and 
one other thing that I have said repeatedly, and that is important, 
extremely important: These people have also a family problem that 
means a separation of the family, that is, of the family itself. 

The children, unless they ws int to follow the pursuit of their mother 
or father, have no choice but to come to the United States, or they 
‘an stay down there and serve their apprenticeship as a plumber or 
something of that sort, a carpenter, whatever it may be, and work in 
the zone. 

The girl’s ambition is that she marry someone down there, and she 
stays there. 

So those are all things that go into this wage rate, and to have it 
torn down by the United States itself by the employment of substand- 
ard labor—I do not mean these people cannot be competent, I presume 
they can. I have had enough experience to know that whether they 
are union or nonunion, Panamanian or American, they get these jobs 
done, so there must be some degree of competence elsewhere in the 
world besides the United States. 

The fact remains we have an obligation to these people that, to me, 
transcends any of the things that some of these agencies of Govern- 
ment may be proposing to do with them. 


CONVEYANCE OF CERTAIN RAILROAD PROPERTY 


I want to add one other thing, and I think I can jump over three or 
more other pages, and that is this railroad. I have a deep feeling about 
the railroad. I have a deep feeling not only with respect to the em- 
ployees, but also the idea that they are going to eventually eliminate 
this railroad. 

I think there are some 91 railroad employees, but I do not know 
whether you, Senator Sparkman or Senator Morse, are familiar with 
the history of this railroad. Are you at all? How it was put in at 
the time of the gold rush in California, and then they charged our 
people a buck or two bucks or three bucks to walk the right-of-way 
when they could not afford rail travel, and then so on until now it has 
become an historic institution, more than just a matter, a mere matter, 
of commerce; and I think for the United States to eliminate that rail- 
road, aside from the suffering that has resulted and is going to accrue to 
these railroad employees down there, would be a serious mistake as 
far as our relations with the Panamanian—not the Panamanian, but 


the Latin American—countries, and even the South American coun- 
tries. 
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This stands as a monument to American ingenuity and engineering 
skill, and most certainly is something that should not be abandoned 
just because somebody believes that a highway is much more desirable 
than the railroad. 

Now, I have learned since I was down there, the last time I was 
down there was in March, and I rode the head end of that train across 
the isthmus, I think, 4 or 5 miles, and somebody has now conceived 
the idea that they will tear up the railroad and put a highway where 
the road is. 

Well, I read the report of some military logistics expert in which he 
said it would be utterly impossible in the event that it was necessary 
to transport goods or anything in time of an emergency or in the event 
of a slide—that is your danger down there, that there be a slide into 
the cut—by truck, with the same facility, at least, that you can by 
rail, but aside from that, again, I think that the United States is reach- 
ing a point in world history and world stature where it should not 
tear down its monuments with the first consideration being the dol- 
lar sign. 

Now, that may be a strong statement, but nevertheless that is the 
way I feel. We put up tremendous monuments to the United States 

France and in Britain and other places, and there is one that is 
actually working and something worth while in addition to the 93 
wr 91 employees. 

I might say that I contacted the Government of New Zealand asking 
if there was not a job for these fellows over there because they cannot 
come to the United States and pursue their occupation. There is not 
room for any additional railroad people in the United States. 

As you know, it is a dying industry—I should not say dying—but 
at least modern methods and everything are responsible for lack of 
employment on the railroads. 

But New Zealand said that was in their last category of new em- 
ployees. They were looking for machinists and other people over 
there, not railroad employees. 

I would say to you, and not only say to you, but make this plea, 
that the Senate, this committee, in its report on this treaty to the 
Senate say that it is not the sense of the Senate that this railroad be 
abandoned. 

We do not believe that it is the intent of this committee or the Sen- 
ate to bring about such a result. We urge that the report should 
clearly reflect the general principle which I have outlined at the be- 
ginning of this section, on page 5. The United States citizens re- 
cruited for Canal Zone employment, where their skills were needed, 
should not now be prejudiced with reductions in their wage scales 
or changes in the method of their wage determination or by the di- 
vision of their present jobs into their lesser and more complex ele- 
ments in order to fit them into a single wage schedule. 


EQUAL OPPORTUNITY FOR EMPLOYMENT 


The same points apply with reference to the second, third, and 
fourth unnumbered paragraphs after paragraph 1 (c). These three 
paragraphs respectively guarantee that the United States will afford 
_— opportunity to Panamanian citizens for all positions in the 

Canal Zone for which they are qualified and in which United States 
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citizens are not required for security reasons. Next, they provide that 
the agencies of the United States Government “will evaluate, classify, 
and title” all positions without regard to the nationality of the in- 
cumbent or applicant. They then provide that Panamanian citizens 
will be afforded opportunity to participate in training programs con- 
ducted for employees in the zone. 

In our opinion, these three paragraphs again require clear state- 
ment of intent in the Committee’s report as reflected in our general 
principle, stated on page 5 of my statement. Equality of opportunity 
could be construed in various ways. 

For example, there are presently upward of 17,000 noncitizens 
employed in the zone. There are about 6,000 United States citizens. 
It certainly should not be the intent of this provision to give half of 
the 6,000 United States citizen jobs to Panamanians. Neither should 
it be the intent of this provision, when a United States citizen dies, 
retires, or leaves employment in the Zone, that a Panamanian would 
have equal opportunity to replace him. Such _whittling-down proc- 
esses would rapidly decimate the number of United States citizens 
employed in the zone below its already meager level and would ef 
fectively work to destroy the American character of the canal, jeop- 
ardize wage structures, impair recruitment of United States skilled 
workers, and decrease job security of those remaining. In addition 
to reflecting the intent as set forth in our general principle on page 
5, it should also be made clear in the report that this equality-of- 
opportunity clause shall in no way interfere with or abridge the 
— application of the so-called McCarran amendment, presently 

-arried in all appropriation bills affecting the Canal Zone. The need 
for expression of intent in this regard is ‘emphasized by the fact that 
the Panama Canal Company and Canal Zone Government have indi- 
cated to us that they intend to pay the locality rate on jobs which 
they believe can be recruited locally. The recent attempt of the Com- 
pany to downrate 10 United States hired truckdrivers to a locality 

rate, emphasizes the reality of the problem we face, unless the Senate 
in approving the treaty, clearly expresses its intent on this matter. 

The third of these unnumbered paragraphs establishes a manda- 
tory requirement on United States Government agencies to “evaluate, 
classify, and title” all positions in the zone without regard to nation- 
ality. Here again, the intent as reflected in our general principle on 
page 5, should be enunciated in the report of the committee. This 
paragraph could easily be misconstrued as an instruction for the 
agencies to institute a job evaluation program. Certainly this is not 
its intent and the report should guard against this clause being so 
misconstrued. 

PARTICIPATION IN TRAINING PROGRAM 


The fourth of these unnumbered paragraphs deals with affording 
Panamanian citizens opportunity to participate in training programs. 
Citizens of Panama are presently aflorded opportunity to participate 
in such training programs as are conducted for employees in the 
Canal Zone and for which they are qualified and which do not, for 
security reasons, require the employment of United States citizens. 
If it is the intent of this paragraph to enunciate a continuation of 
present policies in this regard, there is no problem. However, this 
paragraph could be construed in such a manner as to lower the quali- 
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rving standards of the existing apprenticeship program to the detri- 
nent of the service. This paragraph might also be construed as 
authority to institute additional training programs which could be 
designed for the purpose of partially training Panamanian citizens 
‘n some of the skills of the positions presently occupied by United 
States citizens. This would constitute a direct threat to the working 
conditions and job security of the present United States citizen 
employees recruited for occupying positions requiring the completion 
of apprenticeship programs or a full working knowledge of their 
craft or trade as a condition incident to their recruitment. In our 
opinion the report of the committee should indicate that this para- 
graph is not intended to alter in any way adverse to the United States 
civilians, the present methods of recruitment for the positions pres 
ently occupied by such United States employees. Nor should it 
impair the method of wage determination nor the job security of any 
United States civilians presently employed in the zone. 


OTHER PROVISIONS WILL RESULT IN LOSS OF JOBS 


There are various other provisions in the treaty and in the memo- 
randum of understandings which will result in loss of jobs for United 
States citizens presently employed in the zone. These include: 

Article IV of the treaty abrogates the second paragraph of 
article VII of the convention signed November 18, 1903, having to do 
with the enforcement of sanitary ordnances in the cities of Panama 
and Colon. This article of the treaty turns back to Panama the 
enforcement of sanitary ordinances in these cities. There are pres- 
ently several United States citizen employees who have been per- 
forming these sanitary inspection services and whose job security has 
already been jeopardized by the treaty provisions. 

Items 4 and 6 of the memorandum of understandings and article 
XII of the treaty provide for the withdrawal of sales to ships and 
withdrawal of sales and services to employees who are not citizens 
of the United States and who do not reside in the zone. These two 
provisions will result in loss of United States citizen positions 
presently supplying these services. 

Item 5, in providing for the construction of a bridge at Balboa, 
will displace the United States citizen employees presently engaged 
in ferry operation and maintenance. 

Item 10, which provides for withdrawing from the handling of 
commercial cargo and transshipment on Canal Zone piers, will result 
in loss of employment for United States citizen em 


: ployees presently 
engaged in this work. 


Protection against additional direct or indirect costs by ing passed on 
toe mplo yees , 


There are numerous provisions, in both the treaty, the memorandum 
of understandings and which will result from legislation to be sought 
which will constitute additional substantial cost items to the ily 
tenance and operation of the canal and Canal Zone. As has been 
earlier pointed out, the only significant amount of money coming Sadie 
the zone comes from the shippers using the canal facilities, The scat 
of United States employees are determined in re] ee 


ationship to United 
States rates for comparable work plus a 25-percent. differential. The 
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cost items provided for in the treaty, memorandum of understand- 
ings and in legislation contemplated therein are cost items which must 

be borne, in the first instance, as the Panama Canal Company and the 
zone government. These costs can only be met out of the revenue of the 

company which comes primarily from the shippers and the employees. 

As the employees cannot hope to obtain wage adjustments under exist- 

ing wage formulae which would compensate them for such additional 
costs, it is our position that in reporting on the treaty the report should 
clearly reflect that it is the intent of the Senate that none of the addi- 

tional direct or indirect costs caused by or resulting from either the 
treaty, or the memorandum of understandings shall be either directly 
or indirectly passed on to or borne by any employees in the Canal 
Zone. 

I think that matter has been pretty adequately covered by your 
questions, S Senator Morse. 

This general principle applies to, and in our opinion should be re- 
flected in, comment in connection with each of the following articles 
of the treaty and memorandum of understandings: 

Article I of the treaty provides for more than a quadrupling of the 
annual annuity payments to the Republic of Panama. The additional 
$114 million in cost which the United States has agreed to by treaty 
should certainly not be passed on directly or indirectly or borne by the 
employees in the zone. We are not commenting on the equity of the 
new annunity payment, but only on the fact “that such additional 
moneys required to meet it, should not be derived from the employees. 

Article V of the treaty, as supplemented by item 2 of the memo- 
randum of understandings and its subparagraphs (b), (c), and (d), 
provides for seeking legislation to transfer, without cost, various rea] 
property and improvements thereon to the Republic of Panama. 
These properties include the railway terminals, passenger stations, 
housing developments, an elementary school, a high school, and the 
facilities and utilities attached to such real properties. These prop- 
erties and improvements which would be given to Panama, in most 
instances must be rebuilt and reestablished within the zone. This will 
cost substantial additional moneys. The costs of replacement of these 
necessary facilities should in no way, be directly or indirectly passed 
on to the employees in the zone. If the Government of the United 
States deems it advisable to give these properties and improvements 
to the Republic of Panama, then provision for their replacement 
should be made as a direct nonreimbursable expense of the Federal 
Treasury, and should not be charged to or paid by the Panama Canal 
Company, the zone government or the employees of either. 

Article XII of the treaty and items 4, 6 and 8 of the memorandum 
of understandings all place limitations upon services presently being 
supplied to employ es and shippers. These curtailments take the form 
of: discontinuance of sales to ships; withdrawing of commissary priv- 
ileges and other services from employes who are not citizens and who 
do not live in the zone; and discontinuance of the import from third 
countries of merchandise items for resale. These provisions will serve 
to drastically reduce the volume of goods handled by the commissary 
division. This cannot help but to increase the cost which must be 
borne by the smaller volume remaining. Also, volume-buying power 
of the commissary division will be decreased. The additional result- 
ing costs should not be passed on either directly or indirectly to the 
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employees involved, and we trust that the report to the Senate on this 
item will specify such intent. 

Item 10 of the memorandum of understandings provides for the 
withdrawing of the company from handling commercial cargo for 
transshipment. The loss of revenue to the company which will cut 
off those moneys presently accrued from this activity toward general 
corporate expenses, will require that it be redistributed over the 
remaining activities. Such redistribution should not result in direct 
or indirect increases in cost to the employees. 

Item 5 of the memorandum of understandings which provides for 
the construction of the Balboa bridge will involve subs‘antial items 
both with regard to initial cost and continued maintenance. It is our 
understanding that this bridge is to be constructed as a matter of inter- 
national relationship between the United States and the Republic of 
Panama is bringing together the two sections of Panama which were 
bisected by the Canal. The costs incident thereto should, in no event, 
be borne either directly or indirectly by the employes in the zone and 
we believe the report on this item should specify such intent. 
Conveyance of certain Panama Railroad properties 

Article V of the treaty and Item 2 of the memorandum of under- 
standings both deal with seeking legislation to transfer to the Republic 
of Panama without cost, certain Panama Railroad properties in Pan- 
ama City and Colon. The railroad properties which the treaty would 
contemplate conveying to Panama are terminal and station facilities 
at its two extremities outside of the zone. The conveying of such 
properties to Panama would not preclude the continued operation 
of the Panama Railroad within the Canal Zone. The continued 
operation of the Panama Railroad is a definite insurance against 
possible disruption of canal traffic by landslide or other emergency. 
This is not only our opinion but we here voice the recent expres- 
sions of former Canal Zone Governor Maurice H. Thatcher. Also, 
former engineer of maintenance for the canal, Gen. James G. Steece 
(retired) has recently stated that if slides should close the canal, 
no highway could meet the needs and the railroad would be absolutely 
necessary. The general also commented that in World War II, we 
could not have fought the war without that railroad. May we also 
call to the attention of the committee that the recent report of the 
Commission on Organization of the Executive Branch of the Gov- 
ernment on the Panama Railroad, based on Congressman Clarence 
J. Brown’s visit to the Canal Zone, recommended that appropriate 
committees of Congress examine the circumstances surrounding the 
decision to abandon the railroad before it authorizes or appropriates 
in favor of new highway construction. 

It is our opinion that the report of this committee and of the Senate 
on this matter should clearly point out that the provisions of the 
treaty and memorandum of understandings dealing with the convey- 
ance of these railroad properties are not to be construed as Senate ap- 
proval of the discontinuance of the Panama Railroad. We also be- 
lieve that as a matter of equity and fair play to the United States 
citizens who were recruited for and are manning the railroad oper- 
ations, the committee and Senate should express its intent that any 
United States citizens who may be displaced from their jobs as a re- 
sult of conveyance of such railroad property should receive the same 
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protections granted to railroad employees generally in the continental 
United States in cases of such action. 


That would only be secondary, of course. These men would prefer 


towork. They do not want this handout. 

But also you know, you are familiar with, railroad operation and 
how diffic ult it is to take employees that may be operating a railroad 
in the Canal Zone and put them, for instance, on the Union Pacific 
system ; it just does not work that way. 


Discontinuance of manufacturing and processing of goods for sale 
to employees 

Item 9 of the memorandum of understandings provides that the 
manufacturing and processing of goods for sale to or consumption by 
individuals and which is now carried on by the Panama Canal Com- 
pany, will be terminated “whenever and for so long as such goods, or 
particul: ir classes thereof, are determined by the United St: ites of 
America to be available in the Republic of Panama on a continuing 
basis, in satisfactory qualities and quantities, and at reasonable 
prices.” The manufacturing and processing here referred to and 
which is currently carried on by the company presently consists ex- 
clusively of the manufacturing and processing of certain basic foods 
and the manufacturing and processing of various miscellaneous minor 
drugs and sundries for individual consumption and use. The manu- 
facturing and processing does not include any hard consumer goods 
such as appliances, furniture, household equipment, tools, machinery 
or parts nor does it include the manufacturing or processing of any 
items of wearing apparel. In years past the manufacturing and 
processing did also include the manufacture of certain types of furni- 
ture, mattresses and upholstering. Such activities have been discon- 
tinued and are not involved in the present consideration. 

My purpose in mentioning that was there were some questions re- 

garding what manufacturing processing was going on. 

There are two general areas involved in the present manufacturing 
and processing carried on by the company on behalf of its individual 
employee consumers. One area includes cutting and repackaging 
from bulk into consumer packages of items yurchased in bulk or in 
concentrated form and to which water, alechol. soda, ete., is added 
to bring them to the proper consistency for consumer use. 

Our only reason for mentioning that is the economics involved, 
that it is much more reasonable and cheaper to the employes down 
there to purchase this stuff as it is now processed rather than to pur- 
chase the finished product shipped from the United States or some 
other country in the finished state. 

With regard to this area, it is our feeling that the anticipated dis- 
continuance of such processing operations may work some hardship 
on the consumer as to cost and availability. However, as we read 
the treaty and memorandum of understandings, there is nothing in 
either which precludes the purchase of such processed and packaged 
commodities from the United States, although the cost would doubt- 
less be. higher to bring them to the Canal Zone, in cut and packaged 
form. The effect on the consumer with regard to the discontinuance 
of manufacturing and processing such items would be principally 
one of inconvenience and annoyance and possible additional cost on 
items which he uses in smal] quantities. 
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The other broad area affected by item 9, however, is of major and 
direct concern to all employes in the zone. This has to do with the 
anticipated discontinuance of manufacturing and processing of the 
three basic foods upon which life itself depends—meat, milk and 
bread. This, members of the committee, Senators, is one of the most 
important items that we can discuss with you. 

The language of this item would place these prime food necessities 
in the same category with drugs and sundries which we have just 
discussed. We desire to emphasize to the committee with all the 
power at our command, the vital necessity of this committee and the 
Senate clarifying, modifying or limiting the application of item 9 so 
that it clearly excludes from its coverage the production and process- 
ing of milk and other dairy products, the slaughtering, butchering 
and processing of meats and meat products and the manufacturing 
of bread and related bakery products. It is imperative that nothing 
in the treaty or memorandum of understandings and no action re- 
sulting from either should in any way impair or jeopardize the 
operation of the present facilities of the company used for the manu- 
facturing and processing of these products for sale to or consumption 
by individuals residing in the Canal Zone and to all United States 
civilians employed on the zone. 

It is imperative to the continued health and well-being of the 
United States citizen employes and their families that these three 
basic commodities continue to be manufactured and processed in the 
zone by the Company. If these manufacturing and processing op- 
erations are once discontinued it will place all of the United States 
citizen employes in a position of having to rely upon the sources in 
the Republic of Panama to supply these essentials constantly and in 
sufficient quantity and quality and at a reasonable price. 


SANITATION FEATURES OF TREATY 


With respect to sanitation features, Senator Morse—I noticed you 
were interested in that when you were questioning Mr. Dilweg. I 
might say to you that the provisions of the treaty do not provide 
sanitation in outlying areas, such as David and other places. If they 
do, they have not paid much attention to it. The only place where 
they have applied very stringent rules, United States sanitary rules, 
was in those communities or cities like Panama City and Colon where- 
by it is difficult to distinguish when you are in Panama or in the Canal 
Zone. In other words, it is just the same as sitting across from that 
table on one side of the street, when you are in the Canal Zone; on 
the other side of the street you are in the country of Panama, and very 
frankly, in some places these sanitary conditions are not too good, 
although there was some evidence of improvement. I do have a little 
clipping here which indicates the status of their own feeling about 
sanitation. 

This is from the Spanish press. It says: 

The Department under my supervision, already has a plan ready to take over 
the sanitation of the district after July 15 when Canal Zone authorities cease 
their sanitary functions, according to Gabriel Jiminez, chief of sanitation for 
Panama City. He said the work would be very delicate, but that the unit would’ 
do its best. It would be an ideal situation— 
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this is he talking again— 


if the Civil Service could be established. Then workers would know that if 
they were efficient and complied with their obligation they would not be removed 

Well, the inference is quite clear that their present facilities ap 
parently do need, to say the least, considerable bolstering and im 
provement, or when you come to abattoirs, the bakeries, the dair les, 
and so forth, I do not think you can take a chance for those civiliai 
employees. 

It is a little different with the Army, it is a little different with the 
Air Force, and there is some naval operation. They can fly their stufl 
in directly from the United States the minute they find something 
has gone a little wrong. But these thousands of United States rate 
civilian workers cannot do that. They are at the complete mercy for 
their meats, milk, or dairy products, or bread of the system as it exists. 

Senator Morse. Let me go back to this a minute because it disturbs 
me, and I want the staff to pay heed to this because, as one member of 
the committee, I want the staff to present in executive session when we 
consider this treaty, a memorandum that removes all doubt as to 
what the effect of this giving up of economic concessions in the Canal 
Zone will be on my own citizens in the Canal Zone. 

You have mentioned bread and meat and milk. Am I correct in 
saying that you are presenting a fear to this committee that, as a result 
of this section of the treaty, the Canal Company will no longer have 
complete jurisdiction over ‘bakeries and meat shops and meat packag- 
ing companies, processing ocean and slaughtering companies 
and dairies, but that within the Canal Zone itself the Panamanians 
will have the authority to come in and do this processing, and the 
Canal Company does none of it? 

Mr. Browniow. Let me—it is a little worse than even you pictured 
it, Senator. 

At the present time, we have within the Canal Zone dairy herds, 
and so forth. We also have slaughtering houses and packaging 
plants; they are within the Canal Zone. 

Under this treaty it is mandatory that we stop that practice. 

Now, the first thing that we have to do is shut down these slaughter- 
houses. We will have to dispose of our herd. 

There is, however, a qualifying statement that should the standards 
not come up to those which U nited States inspectors, within the zone, 
believe that they should, then we are no longer going to buy from 
Panama. But by that time, our slaughterhouses are down, our herd 
is dispersed and, as I said before, we can do the same as the Army or 
the Air Force does, or would do, fly it in, or we will have to take our 
chances. 

Senator Morse. Speaking hypothetically, of course, it might very 
well be that during that period of time the lowered standards would 
result in jeopardy to health, and you would come in after the hospitals 
are full. 

Mr. Browntow. That is right, sir. 

Senator Morse. I do not know, I say hypothetically. 

Mr. Browniow. Well, that would be our position; that is our 
position. 
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Senator Morse. Under this treaty do I understand that meat and 
dairy inspection and bakery inspection of plants operated by Pana- 
manians would be continued by American Government. officials’ 

Mr. BrownLow. No, outside of the Canal Zone—no, that would be 
carried on by the Government of Panama. 

Senator Morse. But in the Canal Zone? 

Mr. Browniow. Then the United States health provisions will pre- 
vail; and I think I have the exact language here, but roughly it is this: 
That should the produce from Panama not meet American standards 
or should American ojificials or the Canal Zone or the Canal Company 
say “We will no longer accept your stuff and we will get it where we 
can,” as I said before, Senator, it takes a long time to build up a herd 
of cattle. It takes a long time to get a packinghouse, abattoir, or 
slaughterhouse, whatever you call it, into operation, and by that time 
I am afraid the damage would be done. 

Senator Morse. A staff member calls my attention to point 9 on 
page 34 of the memorandum of caidlceala ndings attached to the treaty 
with respect to the manufacture and proc essing ot goods for sale or 
consumption by individuals not carried on by the Panama Canal 
Company : 

It will be the policy of the United States of America to terminate such activi- 
ties whenever and for so long as such goods, or particular classes thereof, are 
determined by the United States of America to be available in the Republic of 
Panama on a continuing basis, in satisfactory qualities and quantities, and at 
reasonable prices. 

He points out to me that leaves complete discretion to the United 
States officials. 

- our point is, however, that—I read the rest of the understanding 

1d then make my comment: 

The United States of America will give prompt consideration to a request 
n writing on the part of the Government of Panama concerning the termination 
of the manufacture of processing of any goods covered in this item as to which 
the Government of Panama may consider the criteria specified in this item to 
have been met. 

Your point, Mr. Brownlow, is, let us take a meat processing plant: 
Once we enter into an arrangement whereby it is turned over to the 
Panamanian Government, any reversal of position on the part of the 
United States subsequent thereto is bound to lead to friction and mis- 
understanding, and if it becomes necessary to reverse ourselves, the 
damage will have been done. 

Mr. Browntow. That is right. 

Senator Morse. Health may have been impaired. 

The American civilians down there will, at least, you argue, suffer 
—_ economic injustice. You feel that because, after all, the Panama 

‘anal Zone is an area in which we have an obligation to see to it that 
he canal facilities are operated in a proper manner, that we are per- 
forming a great service to Panama when we do th: it, and we ought 
to continue at least to have complete jurisdiction over meat, bread, 
and milk 

Mr. Browntow. That is right. 

Senator Morse (continuing). As a guaranty to our people when 
they go down there that they can count on American standards. 
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Mr. Browniow. There is one other phase to it, Senator. I cannot 
see anything, and I am sure that the treaty does not propose that Pana- 
manians will operate existing packing plants within the Canal Zone, 
which would mean that these plants would be cut down and after, of 
course, a plant shut down it deteriorates. 

The herds would be dispersed, and so on. It would mean that new 
packing plants or abattoirs would be put up outside of the zone unless 
the available ones are sufficient. Consequently, what the sanitary con- 
ditions there would be are difficult to contemplate, particularly in view 
of what this man himself, the inspector, has to say. 

Senator Morse. We have no right to inspect ? 

Mr. Browniow. And we have no right to say anything to him. 

Senator Morse. Outside of the Canal Zone, we have no right to in- 
spect the plants ? 

Mr. Browniow. That is right. 


RE-ESTABLISHING FOOD SUPPLY FACILITIES 


Mr. Munroe calls to my attention in my own testimony here that the 
abolishment of the present facility of the Panama Canal Company will 
result in the loss of the present protections in the inspection of cattle 
on the hoof. 

It is true that item 9 does state in general terms that such manufac- 
turing and processing will be terminated— 


whenever and for so long as such goods or particular classes thereof, are deter- 
mined by the United States of America to be available in the Republic of Panama 
on a continuing basis, in satisfactory qualities and quantities and at reasonable 
prices. 

The fact remains, however, that once the herds at Mindi are done 
away with and once the refriger ation, slaughtering, and meat-proc- 
essing operations are disbanded at Mount Hope, they would be ex- 
tremely difficult to reestablish. They could not be reestablished in 
time to meet failures in the continuation of supply of these necessar y 
foods from the Republic. Defense Department agencies presently 
purchase Panamanian milk and dairy products and “ther re is substan- 
tial evidence to support the fact that the Panamanian dairies are not 
now, on a continuing basis, meeting the health and sanitation require- 
ments which comply with recognized United States standards. 

On numerous occasions, when the Canal Zone Board of Health 
Laboratory Inspection and Armed Services Food Inspection Depart- 
ment tests have shown sanitation to be so bad as to require shut- 
downs of the dairies, the armed services have found it necessar y to pur- 
chase milk from the Mindi dairy operations of the Company. 

If the Panamanian dairies presently cannot maintain adequate 
sanitation standards on a consistent basis, what assurance would we 
have in this regard were they to have an exclusive monopoly on the 
dairy business‘ ‘There is presently nothing to stop Panamanian 
dairies from selling their product in the zone. They have every op- 
portunity now to sell their product on the basis of its quality and 
price. This they have not succeeded in doing and we fear the resuli 
of giving them exclusive noncompetitive 1 rights i in this field when we 
know that the health of our members and their families are directly 
in \ oly e “lL. 
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With respect to the abattoir, slaughtering, dressing, and processing 
of meat and meat products, the same sanitation problems exist as in 
the case of milk and milk products. Panama presently has no inspec- 
tion and grading of meat as we know it in the United States. The 
abolishment of the present facility of the Panama Canal Company 
will result in the loss of the present protections in the inspection of 
cattle on the hoof and the control of the sanitary conditions of the 
slaughtering, dressing, packaging, and processing of meat and by- 
products. We consider these of vital imports ince to the health of the 
employees. Insofar as other sections of these documents definitely 
favor the buying in the Republic of Panama—which would include 
cattle—the retention of the present activity carried on by the Panama 
Canal Company should not be of great consequence to the economy 
of the Republic of Panama, but it is of great importance to the con- 
tinued health and well-being of the employees of the zone. 


EFFECTS OF TREATY ON PANAMIAN ECONOMY 


While I am on that subject, I want to jump from there to another, 
that this also deals with, and that is contained in page 2 of this testi- 
mony, and I think will save some time. 

The question has been raised, and is inferred, in the treaty to help 
Panamanian economy. As I understand it, some years ago there was 
adopted in the country of Panama a 75-cent-per-hour minimum wage- 
scale: at least, if it is in effect, I have been unable to find it. I am 
talking now about in the country of Panama. 

They pay anything they can get. As you know, one of the prin- 
cipal means of revenue is the lottery, and sources of that kind, and 
certainly I am as interested as anyone is in improving the economy 
of Panama, as much as possible. 

But these outside agencies, at the present time, even though they 
have an open market to the United States citizen, have never been 
able to compete with us even at their 50-, 40-, or 30-cent-per-hour wage 
scale, No. 1, because of quality and, of course, No. 2, these sanitary 
provisions, and so forth. 

L did learn, while I was down there, I made it my business to find 
out, that some of those United States civilian employees’ wives did 
do shopping for some meats and dairy products in Panama City 
proper, but it was the exception rather than the rule, and the reason, 
of course, they had done it was because, I suppose, of cheaper prices 
they could buy at over there than they could at the commissaries, or 
other places 

Cattle 1 raising is dependent on climatic conditions. If the present 
facilities for slaughtering and processing our meat and products are 
disbanded and removed, then we will be completely dependent for our 
meat supply on Panamanian sources. When Panamanian meat is in 
short supply because of a poor cattle year, the prices which will be 
charged will increase proportionately. ‘We will not be able to augment 
the short supply by bringing in cattle and slaughtering, butchering, 
and supplying the otherwise unified demand at reasonable prices. 

With respect to the baking of bread and related products, here 
again we are concerned with problems of sanitation. The proper 
protection of the raw ingredients is most vital in a tropical climate. 
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We have no knowledge of what, if any, sanitation requirements are 
actually enforced in the bakeries in the Republic of Panama. We do 
know that the Panama Canal Company’s baking facilities and the 
staff manning them are held to sanitation requirements comparable to 
those existing in the United States. 

Those who have lived in the United States and in the Canal Zone 
know and understand the differences of conditions. In the United 
States business is built on competition and we understand the spirit 
of competition. This is not so in the Republic. The commissary 
division of the Company was born of necessity. There has never been 
any ban placed on Panamanian competition with it. Despite this fact 
and the fact that Panamanian labor costs are far lower than commis 
sary division labor costs, Panamanian merchants have not tried to 
secure our business. The only answer is that the Panamanian mer 
chants have not equipped themselves to meet our needs at similat 
prices. 

We do not intend by our remarks to be critical of our neighboring 
Republic. We are cognizant of many of the difficult problems which 
it has to meet. We also recognize that milk does not hold the im 
portant place as a food in the eyes of the Panamanian that it does to 
the United States citizen. 

We believe that the committee should consider the present method 
of supply of these basic food items as a necessary part of the con- 
tinued successful canal operation. This is particularly true in times 
of emergency or war. Certainly the employees who are responsible 

for the operations of the canal should be able to rely on sources 

of supply for their basic foods which will continue in satisfactory 
quantity and quality even during emergency periods. These basic 
foods should not be put in the same class with minor drugs and 
sundries, the manufacture and process of which would be prohibited 
under item 9. 

We cannot overemphasize to this committee the extreme importance 
to the employees we represent of the need for a modification or clari- 
fication of this item 9 so that there will be no question of it being con- 
strued as applying to the production and processing of milk or other 
dairy products, the slaughtering, butchering and processing of meat 
and meat products and the manufacturing of bread and related bakery 
products. In approving this treaty it should be made clear that it is 
the intent of the Senate that the present facilities for manufacturing 
and processing these products for sale to and consumption by indi 
viduals residing in the zone and to all United States civilians employed 
in the zone shall be maintained without change. 

Now I come to the conclusion, unless there are other questions that 
you wish to ask. 

Senator Sparkman. That is all right; I think you have given us a 
very fine statement. 

Mr. Browntow. In concluding, I desire to express our deep concern 
for the future of the operation of the Panama Canal which, in our 
opinion, will undergo considerable change should the broad language 
used in the treaty and the memorandum of understandings be inter- 
preted adversely to the continued American operation of the canal. 

We believe that this committee with all the wisdom at its command 
will evaluate the many facets of the broad language of these documents 
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ind will spell out the future policy for the operation of the Panama 
Canal in language which cannot be misconstrued. 
In our opinion it is imperative that the thousands of United States 
itizens manning the canal and auxiliary operations be reassured 
through appropriate comments and clarifications of intent included in 
the report of the committee, that the treaty and the memor: indum of 
understandings will not operate to the detriment of their continued 
welfare and well-being. 


SUGGESTIONS FOR REPORT 


As I have endeavored to point out in some detail, we believe that 
this general objective can be achieved if this committee will, in con- 
nection with its report on the various specific provisions and items, 
enunciate its intent applicable to such items in line with our four gen- 
ert . principles which can be briefly restated as follows: 

. None of the provisions shall be construed so as to alter in any 
way adverse to the United States citizen employees, the present method 
of recruitment, or the present methods of wage and salary determina- 
tion applicable to such employees, nor shall it impair their job security. 

. None of the additional direct or indirect costs caused by or result- 
ng from either the treaty or memorandum of understandings shall be 
either directly or indirectly passed on to or borne by any civilian 
e a ees In the zone. 

The provisions wherein the United States agrees to seek legis- 
lation to authorize the conveyance of certain properties of the Panama 
Railroad to the Republic of Panama shall not be construed as approval 
of the discontinuance of the Panama Railroad and it is recognized 
that any United States citizen employee displaced from his job as a 
result of such conveyance should receive the same protections granted 
railroad employees generally in the continental United States in cases 
of ae ‘h action. 

The provisions of item 9 of the memorandum of understandings 
inal be modified, clarified, or interpreted as may be required so as 
to clearly exclude from its coverage the production and processing of 
milk and other dairy products, ‘the slaughtering, butchering, and 
processing of meats and meat products, and the manufacturing of 
bread and related bakery products, and the present facilities for pro- 
ducing these products for sale to and consumption by individuals 
residing in the zone and to all United States civilians employed on the 
zone, shall be maintained. 

In closing may I state that the United States citizens employed in 
the canal and auxiliary works operations have, through their duly 
designated labor organizations affiliated with the Panama Metal 
Trades Council and with the Metal Trades Department of the Amer- 
ican Federation of Labor, given careful and serious consideration to 
these matters and we trust that this committee in reporting to the 
Senate will do likewise. 

May I add just this one further word. This concerns me as a repre- 
sentative of the trade-union movement, one who, not by virtue of 
anything else except his election for an ‘office, seems more or less re- 
sponsible for these unions that are down there and their members. 

To us it is gradually going down. It is not anything that I can 
say to the international unions, “You must do organizing down there,’ 
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because actually the interest of the international unions there is to 
preserve these people, not for any gain, but to help them help them 
selves economically. They have no effect whatever on the economic 
conditions of other operations in the United States. 

It is different if it was a United States rubber plant over there and 
a United States rubber plant here, and these fellows’ wage scales were 
a little different. There is not that condition. This is a matter of the 
existence there of these people, and I think as Americans they are 
entitled to American fair play, and they are not getting it at the present 
time, and if this treaty goes through as it is so written, without the 
Senate making it clear that it is the intent of the United States 
Government to look into such things as the slaughtering and so forth, 
then they will not be getting the traditional American fair play. 

Thank you very much. 

Senator SparkKMAN. Thank you very much, Mr. Brownlow. 

Are there any further questions? 

Senator Morse ? 

Senator Morse. No. 

Senator SparKMAN. Off the record. 

(Off the record discussion. ) 

Senator Sparkman. All right, the committee will stand in recess 
until 2:30 this afternoon, and will meet in the committee room on the 
first floor of the Capitol. 

Thank you very much, gentlemen. 

(Whereupon, adjournment was taken at 12:30 p. m., to reconvene 
at 2:30 p.m, the same afternoon. ) 

(The prepared statement of Mr. Brownlow is as follows :) 


STATEMENT PRESENTED BY THE METAL TRADES DEPARTMENT, AMERICAN FEDERATION 
oF LABOR, ON THE TREATY OF MUTUAL UNDERSTANDINGS AND COOPERATION WITH 
rHE REPUBLIC OF PANAMA 


My name is James A. Brownlow, and my position is that of president of the 
Metal Trades Department of the American Federation of Labor. The Metal 
Trades Department is composed of 15 affiliated and 2 cooperating international 
unions, principally representing workers engaged in the mechanical trades and 
maintenance and production in heavy industry, including shipbuilding and ship 
repair. 

I am appearing here on behalf of the 26 local unions affiliated with the Panama 
Canal Metal Trades Council. The membership of these local unions consists of 
the United States citizens employed by all of the various agencies of the United 
States which operate, maintain, and protect the Panama Canal and auxiliary 
works. 

The Metal Trades Department has a direct and continuing interest in the 
Panama Canal. This interest is threefold: First, in the recognition of the vital 
defense importance of the canal to the continued welfare and best interests of 
our country; second, the extreme importance of the canal to United States com- 
merece and to our maritime industry. The third area of our concern and interest 
is the continued welfare and well-being of the approximate 6,000 skilled and 
trained United States citizens, who responded to their country’s call and trans- 
planted their families and themselves to this important outpost to assist their 
Government in developing and maintaining this installation which is so necessary 
to the sustained security of the United States, its commercial well-being, and 
that of the world as well. 

Lest it seem unusual to members of this Committee on Foreign Relations that 
we are appearing before it in connection with its consideration of ratification 
of an international agreement, let me point out at the outset that many of the 
provisions of the treaty and accompanying memorandum of understandings deal 
with matters of direct concern to our membership. I have personally visited the 
canal on several occasions. The most recent time was only last March. From 
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personal conversation, observations, and newspaper reports, it is quite apparent 
to us that the wording of these documents is being interpreted in diametrically 
pposite ways by the various groups directly concerned. It seems to us that 
various provisions of the documents are susceptible to interpretations which 
will change the existing and accepted practices and policies of canal operation. 

The broad larfguage of numerous clauses and items contained in these docu- 
ments and their commitments to seek legislation, in our opinion, imposes on this 
committee a responsibility when reporting on the same to the Senate to include 
in its report appropriate comments and clarifications of intent so as to reassure 
he thousands of United States citizens manning the canal and auxiliary opera- 
tions that the treaty and memorandum of understandings will not operate to 
the detriment of their continued welfare and well-being. 

Because of the governmental nature of the canal operations, normal em- 
ployee-management relationships such as are found throughout private industry 
do not prevail for the United States citizen employees in the Canal Zone. It 
is incumbent upon us in their behalf to appear before the various congressional 
ommittees handling legislation or appropriations for the Panama Canal to 
obtain consideration of the matters of wages and other conditions of employ- 
ment and the general welfare of our members. These areas are involved in the 
treaty and memorandum of understandings. Therefore, we are appearing here 
today to present our viewpoints. 

The Panama Canal workers have a legitimate and real interest in the cost 
items in the treaty and memorandum of understandings even though such items 
are not directly related to their wage rates and working conditions. In order 
to appreciate this fact it is necessary to realize that the Panama Canal Company 
receives no appropriations of United States funds. The Canal Zone Govern- 
ment does receive annual appropriations covering its operations. Although 
the Zone Government receives appropriations from the United States Treasury, 
by law (Public Law 841, 8lst Cong.), the Panama Canal Company reimburses 
the United States Treasury for all appropriated funds. Therefore, the Canal 
Zone Government is not an expense borne out of United States general funds 

The income of the Panama Canal Company is derived from two main sources: 
the shippers who use the canal facilities and the employees of the United States 
agencies operating in the Canal Zone. Some slight income is received from 
the military in payment for utilities supplied and other services rendered and 
some very slight income for the same rendered to the Republic of Panama. 

We wish to direct your attention to the fact that the only residents in the 
Canal Zone are those employees of Federal agencies and their families, and those 
few employees of shipping, oil, and banking facilities and their families, who 
service the users of the canal. 

There is a considerable difference of opinion as to the proper interpretation 
of Public Law 841 of the Slist Congress dealing with distribution of costs in 
relation to the tolls formula. The Panama Canal Company, the Zone Govern- 
ment, the General Accounting Office, the Bureau of the Budget, the shippers 
using the canal facilities and the employees all have divergent viewpoints as 
to the proper interpretations to place on this law. The basis of the differences 
among these groups in the final analysis comes down to whether each activity 
or the company as a whole, should meet the financial requirements under 
Public Law 841. The many additional cost items incorporated in or anticipated 
by the treaty and memorandum of understandings will enter into this con- 
troversy unless the Senate’s intent with respect to such cost items is clearly 
spelled out by this committee. 

The income to the Panama Canal Company from shippers comes principally 
from tolls paid. It must also be recognized that the volume of traffic through 
the canal is dependent upon world commerce and cannot be increased through 
advertising or other methods normally used to increase business. 

It is the position of the Metal Trades Department that none of the direct 
or indirect costs resulting from either the treaty, the memorandum of under- 
standings, or from legislation growing out of either should be either directly 
or indirectly passed on to or borne by any of the civilian employees on the 
Canal Zone. 

We respectfully submit that the direct interests of the Government of the 
United States in the continued proper operation of the canal and in achieving 
and carrying out the commitments which it has made in the treaty and memo-- 
randum of understandings warrant proper consideration being given to the 
appropriating of nonreimbursable funds to cover the costs incident to the treaty 
and memorandum of understandings. 
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I would make one further: general comment before dealing specifically -with 
various items of the two documents. Labor’s interest in the canal is far broader 
than its members directly involved. The Panama Canal is a great working 
example of American skill, ingenuity, and perseverance. It stands as a perma- 
nent wonder of the world and, particularly to our Latin American neighbors, as 
a benchmark of achievement in handling difficult problems of hedlth, engineering 
and mechanics. 

We believe that the American character of the canal should always be 
preserved. While it is incumbent upon us to be as helpful as possible toward 
making our Panamanian neighbors good citizens of Panama, it certainly is not 
incumbent on us to endeavor to make them United States citizens. The obligations 
which our Government has to its citizens who are serving it in the Canal Zone 
should not be subordinated to its desires to improve the Panamanian economy 


PROTECTIONS AGAINST ADVERSE EFFECTS ON EMPLOYMENT OF UNITED STATES 
CIVILIAN EMPLOYEES 


There are a number of items in the treaty and memorandum of understandings 
and in legislation to be sought as a result of the same where it is necessary to 
protect the interests of United States civilian employees against misapplication 
or misinterpretation of such provisions or legislation. We respectfully suggest 
that this might be achieved by incorporating in the report submitted to the 
Senate for its adoption, language indicating that in approving the treaty it is 
not the intent of the Senate that any of the provisions of the treaty or the memo- 
randum of understandings shall alter in any way adverse to the United States 
civilian employees the present methods of recruitment, or the present methods 
of wage and salary determination applicable to such employees, nor shall it 
impair the job security of any such United States civilians employed on the 
Canal Zone. 

There are various provisions in the memorandum of understandings on the 
part of the United States which require a reflection of the above general 
statement of intent. These include: 

Item 1 and its three lettered subsections, (a), (b), and (c), agrees that 
the United States will seek legislation to authorize each of its agencies in the 
Canal Zone to conform its existing wage practices to certain specified principles. 
These principles include the establishment of a basic wage for a given grade which 
will be the same for any employee eligible for appointment to such grade without 
regard to whether he is a United States or Panamanian citizen. The second 
provides for the addition of a differential plus allowances for United States 
citizen employees, and the third provides for greater annual leave benefits and 
travel allowances for United States citizen employees. 

We certainly have no quarrel with the principle of equal pay for equal skill 
and work, regardless of nationality. The language of the memorandum of 
understandings, however, would allow for this equality to be achieved by reducing 
existing rates enjoyed by United States employees in the interests of developing 
a uniform-rate structure. We do not believe that it is the intent of this com- 
mittee or the Senate to bring about such a result. We urge that the report should 
clearly reflect the general principle which I have outlined at the beginning of 
this section. The United States citizens recruited for Canal Zone employment, 
where their skills were needed, should not now be prejudiced with reductions 
in their wage scales or changes in the method of their wage determination or by 
the division of their present jobs into their lesser and more complex elements 
in order to fit them into a single wage schedule. 

The same points apply with reference to the second, third, and fourth unnum- 
bered paragraphs after paragraph 1 (c). These three paragraphs, respectively, 
guarantee that the United States will afford equal opportunity to Panamanian 
citizens for all positions in the Canal Zone for which they are qualified and in 
which United States citizens are not required for security reasons. Next, they 
provide that the agencies of the United States Government “will evaluate, 
classify, and title” all positions without regard to the nationality of the incumbent 
or applicant. They then provide that Panamanian citizens will be afforded 
opportunity to participate in training programs conducted for employees in 
the zone. 

In our opinion, these three paragraphs again require clear statement of intent 
in the committee’s report as reflected in our general principle stated above, 
of my statement. Equality of opportunity could be construed in various ways. 
For example, there are presently upward of 17,000 noncitizens employed in the 
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zone. There are about 6,000 United States citizens. It certainly should not be 
the intent of this provision to give half of the 6,000 United States citizen jobs to 
Panamanians. Neither should it be the intent of this provision, when a United 
States citizen dies, retires, or leaves employment in the zone, that a Panamanian 
would have equal opportunity to replace him. Such whittling-down processes 
would rapidly decimate the number of United States citizens employed in the 
zone below its already meager level and would effectively work to destroy the 
\merican character of the canal, jeopardize wage structures, impair recruit- 
uent of United States skilled workers, and decrease job security of those 
remaining. In addition to reflecting the intent as set forth in our general 
prineiple stated above, it should also be made clear in the report that this equality 
if opportunity clause shall in no way interfere with or abridge the future 
ipplication of the so-called McCarran amendment, presently carried in all appro- 
priation bills affecting the Canal Zone. The need for expression of intent in 
this regard is emphasized by the fact that the Panama Canal Company and 
Canal Zone Government have indicated to us that they intend to pay the locality 
rate on isbs which they believe can be recruited locally. The recent attempt 
of the company to downrate 10 United States hired truckdrivers to a locality 
rate, emphasizes the reality of the problem we face, unless the Senate in ap 
proving the treaty, clearly expresses its intent on this matter. 

The third of these unnumbered paragraphs established a mandatory require- 
ment on United States Government agencies to “evaluate, classify, and title” 
all positions in the zone without regard to nationality. Here again, the intent 
as reflected in our general principal stated above should be enunciated in the 
report of the committee. This paragraph could easily be misconstrued as an 
nstruction for the agencies to institute a job evaluation program. Certainly 
this is not its intent and the report should guard against this clause being so 
misconstrued. 

The fourth of these unnumbered paragraphs deals with affording Panamanian 
citizens opportunity to participate in training programs. Citizens of Panama 
are presently afforded opportunity to participate in such training programs as 
are conducted for employees in the Canal Zone and for which they are qualified 
and which do not, for security reasons, require the employment of United States 
citizens. If it is the intent of this paragraph to enunciate a continuation of 
present policies in this regard, there is no problem. However, this paragraph 
could be construed in such a manner as to lower the qualifying standards of the 
existing apprenticeship program to the detriment of the service. This paragraph 
might also be construed as authority to institute additional training programs 
which could be designed for the purpose of partially training Panamanian citi- 
zens in some of the skills of the positions presently occupied by United States 
citizens. This would constitute a direct threat to the working conditions and 
job security of the present United States citizen employees recruited for and 
occupying positions requiring the completion of apprenticeship programs or a 
full working knowledge of their craft or trade as a condition incident to their 
recruitment. In our opinion the report of the committee should indicate that 
this paragraph is not intended to alter in any way adverse to United States 
civilians, the present methods of recruitment for the positions presently occupied 
by such United States employees. Nor should it impair the method of wage 
determination nor the job security of any United States civilians presently 
employed in the zone. 

There are various other provisions in the treaty and in the memorandum of 
understandings which will result in loss of jobs for United States citizens pres- 
ently employed in the zone. These include: 

Article IV of the treaty abrogates the second paragraph of article VIE of the 
convention signed November 18, 1903, having to do with the enforcement of 
sanitary ordinances in the cities of Panama and Colon. This article of the 
treaty turns back to Panama the enforcement of sanitary ordinances in these 
cities. There are presently several United States citizen employees who have 
been performing these sanitary inspection services and whose job security has 
already been jeopardized by the treaty provisions. 

Items 4 and 6 of the nemorandum of understandings and article XII of the 
treaty provide for the withdrawal of sales to ships and withdrawal of sales and 
services to employees who are not citizens of the United States and who do not 
reside in the zone. These two provisions will result in loss of United States 
citizen positions presently supplying these services. 
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Item 5, in providing for the construction of a bridge at Balboa, will displace 
the United States citizen employees presently engaged in ferry operation and 
maintenance. 

Item 10, which provides for withdrawing from the handling of commercial 
cargo and transshipment on Canal Zone piers, will result in loss of employment 
for United States citizen employees presently engaged in this work. 


PROTECTION AGAINST ADDITIONAL DIRECT OR INDIRECT COSTS BEING PASSED ON 
EMPLOYEES 


There are numerous provisions, in both the treaty and the memorandum of 
understandings and which will result from legislation to be sought, which will 
constitute additional substantial cost items to the maintenance and operation 
of the canal and Canal Zone. As has been earlier pointed out, the only significant 
amount of money coming into the zone comes from the shippers using the canal 
facilities. The wages of United States employees are determined in relationship 
to United States rates for comparable work plus a 25-percent differential. The 
cost items provided for in the treaty, memorandum of understandings and in 
legislation contemplated therein are cost items which must be borne, in the first 
instance, by the Panama Canal Company and the zone government. These costs 
can only be met out of the revenue of the company which comes primarily from 
the shippers and the employees. As the employees cannot hope to obtain wage 
adjustments under existing wage formulas which would compensate them for such 
additional costs, it is our position that in reporting on the treaty the report 
should clearly reflect that it is the intent of the Senate that none of the addi- 
tional direct or indirect costs caused by or resulting from either the treaty or the 
memorandum of understandings shall be either directly or indirectly passed on 
to or borne by any employees in the Canal Zone. 

This general principle applies to, and in our opinion should be reflected in, 
comment in connection with each of the following articles of the treaty and 
memorandum of understandings: 

Article I of the treaty provides for more than a quadrupling of the annual 
annuity payments to the Republic of Panama. The additional million and one- 
half dollars in cost which the United States has agreed to by treaty should cer- 
tainly not be passed on directly or indirectly or borne by the employees in the 
zone. We are not commenting on the equity of the new annuity payment, but 
only on the fact that such additional moneys required to meet it, should not be 
derived from the employees. 

Article V of the treaty, as supplemented by item 2 of the memorandum of 
understandings and its subparagraphs (b), (c), and (d) provides for seeking 
legislation to transfer, without cost, various real property and improvements 
thereon to the Republic of Panama. These properties include the railway termi- 
nals, passenger stations, housing developments, an elementary school, a high 
school, and the facilities and utilities attached to such real properties. These 
properties and improvements which would be given to Panama, in most instances 
must be rebuilt and reestablished within the zone. This will cost substantial 
additional moneys. The costs of replacement of these necessary facilities should 
in no way be directly or indirectly passed on to the employees in the zone. If 
the Government of the United States deems it advisable to give these properties 
and improvements to the Republic of Panama, then provision for their replace- 
ment should be made as a direct nonreimbursable expense of the Federal Treas- 
ury, and should not be charged to or paid by the Panama Canal Company, the 
zone government or the employees of either. 

Article XII of the treaty and items 4, 6, and 8 of the memorandum of under- 
standings all place limitations upon services presently being supplied to employees 
and shippers. These curtailments take the form of: discontinuance of sales to 
ships; withdrawing of commissary privileges and other services from employees 
who are not citizens and who do not live in the zone; and discontinuance of the 
import from third countries of merchandise items for resale. These provisions 
will serve to drastically reduce the volume of goods handled by the Commissary 
Division. This cannot help but to increase the cost which must be borne by the 
smaller volume remaining. Also, volume buying power of the Commissary Divi- 
sion will be decreased. The additional resulting costs should not be passed on 
either directly or indirectly to the employees involved, and we trust that the 
report to the Senate on this item will specify such intent. 

Item 10 of the memorandum of understandings provides for the withdrawing 
of the company from handling commercial cargo for transshipment. The loss of 
revenues to the company which will cut off those moneys presently accrued from 
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this activity toward general corporate expenses, will require that it be redistrib- 
ited over the remaining activities. Such redistribution should not result 
direct or indirect increases in cost to the employees. 

Item 5 of the memorandum of understandings which provides for the construc- 
tion of the Balboa Bridge will involve substantial items both with regard to 
initial cost and continued maintenance. It is our understanding that this bridge 
is to be constructed as a matter of international relationship between the 
United States and the Republic of Panama in bringing together the two sections 
of Panama which were bisected by the canal. The costs incident thereto should, 
in no event, be borne either directly or indirectly by the employees in the zone 
and we believe the report on this item should specify such intent. 


in 


CONVEYANCE OF CERTAIN PANAMA RAILROAD PROPERTIES 


Article V of the treaty and item 2 of the memorandum of understandings both 
deal with seeking legislation to transfer to the Republic of Panama without cost, 
certain Panama Railroad properties in Panama City and Colon. The railroad 
properties which the treaty would contemplate conveying to Panama are ternrinal 
and station facilities at its two extremities outside of the zone. The conveying 
of such properties to Panama would not preclude the continued operation of the 
Panama Railroad within the Canal Zone. The continued operation of the 
Panama Railroad is a definite insurance against possible disruption of canal 
traflic by landslide or other emergency. This is not only our opinion but we here 
voice the recent expressions of former Canal Zone Gov. Maurice H. Thatcher. 

\lso, former engineer of maintenance for the canal, Gen. James G. Steece (re- 
tired) has recently stated that if slides should close the canal, no highway could 
meet the needs and the railroad would be absolutely necessary. The general 
also commented that in World War II, we could not have fought the war without 
that railroad. May we also call to the attention of the committee that the recent 
report of the Commission on Organization of the Executive Branch of the Gov- 
ernment on the Panama Railroad, based on Congressman Clarence J. Brown’s 
visit to the Canal Zone, recommended that appropriate committees of Congress 
examine the circumstances surrounding the decision to abandon the railroad 
before it authorizes or appropriates in favor of new highway construction. 

It is our opinion that the report of this committee and of the Senate on this 
matter should clearly point out that the provisicns of the treaty and memo- 
randum of undersandings dealing with the conveyance of these railroad prop- 
erties are not to be construed as Senate approval of the discontinuance of the 
Panama Railroad. We also believe that, as a matter of equity and fair play to 
the United States citizens who were recruited for and are manning the railroad 
operations, the committee and Senate should express its intent that any United 
States citizens who may be displaced from their jobs as a result of conveyance 
of such railroad property should receive the same protections granted to railroad 
employees generally in the continental United States in cases of such action, 


DISCONTINUANCE OF MANUFACTURING AND PROCESSING OF GOODS FOR SALE 
TO EMPLOYEES 


Item 9 of the memorandum of understandings provides that the manufacturing 
and processing of goods for sale to or consumption by individuals and which is 
now carried on by the Panama Canal Company will be terminated “whenever 
and for so long as such goods, or particular classes thereof, are determined by 
the United States of America to be available in the Republic of Panama on a 
continuing basis, in satisfactory qualities and quantities, and at reasonable 
prices.” The manufacturing and processing here referred to and which is cur- 
rently carried on by the Company presently consists exclusively of the manufac- 
turing and processing of certain basic foods and the manufacturing and process- 
ing of various miscellaneous minor drugs and sundries for individual consump- 
tion and use. The manufacturing and processing does not include any hard con- 
sumer goods such as appliances, furniture, household equipment, tools, machinery 
or parts, nor does it include the manufacturing or processing of any items of 
wearing apparel. In years past the manufacturing and processing did also 
include the manufacture of certain types of furniture, mattresses, and upholster- 
ing. Such activities have been discontinued and are not involved in the preserit 
consideration. 

There are two general areas involved in the present manufacturing and 
processing carried on by the Company on behalf of its individual employee con- 
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sumers. One area includes cutting and repackaging from bulk into consumer 
packages of items purchased in bulk or in concentrated form and to which water, 
alcohol, soda, ete., is added to bring them to the proper consistency for consumer 
use. With regard to this area, it is our feeling that the anticipated discontinu- 
ance of such processing operations may work some hardship on the consumer 
as to cost and availability. However, as we read the treaty and memorandum 
of understandings, there is nothing in either which precludes the purchase of 
such processed and packaged commodities from the United States, although the 
cost would doubtless be higher to bring them to the Canal Zone, in cut and pack 
aged form. The effect on the consumer with regard to the discontinuance of 
manufacturing and processing such items would be principally one of incon- 
venience and annoyance and possible additional cost on items which he uses in 
small quantities. 

The other broad area affected by item 9, however, is of major and direct 
concern to all employees in the zone. This has to do with the anticipated dis- 
continuance of manufacturing and processing of the three basic foods upon which 
life itself depends—meat, milk, and bread. The language of this item would 
place these prime food necessities in the same category with drugs and sundries, 
which we have just discussed. We desire to emphasize to the committee with 
all the power at our command the vital necessity of this committee and the 
Senate clarifying, modifying, or limiting the application of item 9 so that it 
clearly excludes from its coverage the production and processing of milk and 
other dairy products, the slaughtering, butchering, and processing of meats and 
meat products, and the manufacturing of bread and related bakery products. 
It is imperative that nothing in the treaty or memorandum of understandings 
and no action resulting from either should in any way impair or jeopardize the 
operation of the present facilities of the company used for the manufacturing 
and processing of these products for sale to or consumption by individuals resid- 
ing in the Canal Zone and to all United States civilians employed on the zone. 

It is imperative to the continued health and well-being of the United States 
citizen employees and their families that these three basic commodities continu: 
to be manufactured and processed in the zone by the Company. If these manu 
facturing and processing operations are once discontinued it will place all of 
the United States citizen employees in a position of having to rely upon the 
sources in the Republic of Panama to supply these essentials constantly and in 
sufficient quantity and quality and at a reasonable price. 

It is true that item 9 does state in general terms that such manufacturing 
and processing will be terminated, “whenever and for so long as such goods, or 
particular classes thereof, are determined by the United States of America to 
be available in the Republic of Panama on a continuing basis, in satisfactory 
qualities and quantities and at reasonable prices.” The fact remains, however, 
that once the herds at Mindi are done away with and once the refrigeration, 
slaughtering, and meat-processing operations are disbanded at Mount Hope, they 
would be extremely difficult to reestablish. They could not be reestablished 
in time to meet failures in the continuation of supply of these necessary foods 
from the Republic. Defense Department agencies presently purchase Pana- 
manian milk and dairy products and there is substantial evidence to support the 
fact that the Panamanian dairies are not now, on a continuing basis, meeting the 
health and sanitation requirements which comply with recognized United States 
standards. On numerous occasions, when the Canal Zone Board of Health 
Laboratory Inspection and Armed Services Food Inspection Departments tests 
have shown sanitation to be so bad as to require shutdowns of the dairies, the 
armed services have found it necessary to purchase milk from the Mindi dairy 
operations of the Company. If the Panamanian dairies presently cannot main- 
tain adequate sanitation standards on a consistent basis, what assurance would 
we have in this regard were they have an exclusive monopoly of the dairy busi- 
ness? There is presently nothing to stop Panamanian dairies from selling their 
product in the zone. They have every opportunity now to sell their product on 
the basis of its quality and price. This they have not succeeded in doing and we 
fear the result of giving them exclusive noncompetitive rights in this field when 
we know that the health of our members and their families are directly involved. 

With respect to the abattoir, slaughtering, dressing, and processing of meat 
and meat products, the same sanitation problems exist as in the case of milk and 
milk products. Panama presently has no inspection and grading of meat as we 
know it in the United States. The abolishment of the present facility of the 
Panama Canal Company will result in the loss of the present protections in the 
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ispection of cattle on the hoof and the control of the sanitary conditions of the 
slaughtering, dressing, packaging, and processing of meat and byproducts. We 

msider these of vital importance to the health of the employees. Insofar as 
other sections of these documents definitely favor the buying in the Republic 
of Panama (which would include cattle), the retention of the present activity 

arried on by the Panama Canal Company should not be of great consequence 
to the economy of the Republic of Panama, but it is of great importance to the 
continued health and well-being of the employees on the zone. Cattle raising 
is dependent on climatic conditions. If the present facilities for slaughtering 
and processing our meat and products are disbanded and removed, then we will 
be completely dependent for our meat supply on Panamanian sources. When 
V’anamanian meat is in short supply because of a poor cattle year, then prices 
which will be charged will increase proportionately. We will not be able to aug 
ment the short supply by bringing in cattle and slaughtering, butchering, and 
supplying the otherwise unfilled demand at reasonable prices. 

With respect to the baking of bread and related products, here again we are 
oneerned with problems of sanitation. The proper protection of the raw in- 
vredients is most vital in a tropical climate. We have no knowledge of what, 
if any, sanitation requirements are actually enforced in the bakeries in the 
Republic of Panama. We do know that the Panama Canal Company's baking 
facilities and the staff manning them are held to sanitation requirements com- 
parable to those existing in the United States, 

Those who have lived in the United States and in the Canal Zone know and 
understand the differences of conditions. In the United States business is built 
on competition and we understand the spirit of competition. This is not so in 
the Republic. The Commissary Division of the Company was born of necessity. 
There has never been any ban placed on Panamanian competition with it. De- 
spite this fact and the fact that Panamanian labor costs are far lower than 
Commissary Division labor costs, Panamanian merchants have not tried to 
secure our business. The only answer is that the Panamanian merchants have 
not equipped themselves to meet our needs at similar prices. 

We do not intend by our remarks to be critical of our neighboring Republic. 
We are cognizant of many of the difficult problems which it has to meet. We also 
recognize that milk does not hold the important place as a food in the eyes of the 
Panamanian that it does to the United States citizen. 

We believe that the committee should consider the present method of supply 
of these basic food items as a necessary part of the continued successful canal 
operation. This is particularly true in times of emergency or war. Certainly 
the employees who are responsible for the operations of the canal should be able 
to rely on sources of supply for their basic foods which will continue in satis- 
factory quantity and quality even during emergency periods. These basic foods 
should not be put in the same class with minor drugs and sundries, the manu- 
facture and process of which would be prohibited under item 9. 

We cannot overemphasize to this committee the extreme importance to the 
employees we represent of the need for a modification or clarification of this 
item 9 so that there will be no question of it being construed as applying to the 
production and processing of milk or other dairy products, the slaughtering, 
hutchering, and processing of meat and meat products and the manufacturing of 
bread and related bakery products. In approving this treaty it should be made 
clear that it is the intent of the Senate that the present facilities for manufac- 
turing and processing these products for sale to and consumption by individuals 
residing in the zone and to all United States civilians employed in the zone shall 
be maintained without change. 


CONCLUDING REMARKS 


In concluding, I desire to express our deep concern for the future of the 
operation of the Panama Canal which, in our opinion, will undergo considerable 
change should the broad language used in the treaty and the memorandum 
of understandings be interpreted adversely to the continued American operation 
of the canal. 

We believe that this committee with all the wisdom at its command will 
evaluate the many facets of the broad language of these documents and will 
spell out the future policy for the operation of the Panama Canal in language 
which cannot be misconstrued. 

In our opinion it is imperative that the thousands of United States citizens 
manning the canal and auxiliary operations be reassured through appropriate 
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comments and clarifications of intent included in the report of the committee 
that the treaty and the memorandum of understandings will not operate to the 
detriment of their continued welfare and well-being. 

As I have endeavored to point out in some detail, we believe that this general 
objective can be achieved if this committee will, in connection with its report 
on the various specific provisions and items, enunciate its intent applicable to 
such items in line with our four general principles which can be briefly restated 
as follows: 

1. None of the provisions shall be construed so as to alter in any way adverse 
to the United States citizen employees the present method of recruitment o1 
the present methods of wage and salary determination applicable to such em- 
ployees, nor shall it impair their job security. 

2. None of the additional direct or indirect costs caused by or resulting from 
either the treaty or memorandum of understandings shall be either directly or 
indirectly passed on to or borne by any civilian employees on the zone. 

3. The provisions wherein the United States agrees to seek legislation to 
authorize the conveyance of certain properties of the Panama Railroad to the 
Republic of Panama shall not be construed as approval of the discontinuance 
of the Panama Railroad, and it is recognized that any United States citizen 
employee displaced from his job as a result of such conveyance should receive 
the same protections granted railroad employees generally in the continental 
United States in cases of such action. 

4. The provisions of item 9 of the memorandum of understandings should be 
modified, clarified, or interpreted as may be required so as to clearly exclude 
from its coverage the production and processing of milk and other dairy prod- 
ucts, the slaughtering, butchering, and processing of meats and meat products, 
and the manufacturing of bread and related bakery products, and the present 
facilities for producing these products for sale to and consumption by individuals 
residing in the zone and to all United States civilians employed on the zone, 
shall be maintained. 

In closing may I state that the United States citizens employed in the canal 
and auxiliary works operations have, through their duly designated labor organi- 
zations affiliated with the Panama Metal Trades Council and with the metal 
trades department of the American Federation of Labor, given careful and serious 
consideration to these matters and we trust that this committee in reporting to 
the Senate will do likewise. 

I, indeed, appreciate your courtesy and consideration in granting us this oppor- 
tunity to bring to you these expressions on behalf of the persons we represent, 
who transplanted themselves and families to this important outpost to operate, 
maintain, and protect the Panama Canal. Their continued welfare and well- 
being is directly at stake in the actions which will be taken by this committee 
and the Senate on this matter. 


AFTERNOON SESSION 


Senator Futsriecutr. The committee will come to order. 

The first witness this afternoon is Mr. Jerome Keating, vice presi- 
dent, National Association of Letter Carriers. 

Do you have a statement, Mr. Keating? 

Mr. Keatine. Yes, sir. 

Senator Futsrieutr. You may proceed. 


STATEMENT OF JEROME J. KEATING, VICE PRESIDENT, NATIONAL 


ASSOCIATION OF LETTER CARRIERS, CHAIRMAN, RETIREMENT 
COMMITTEE, GEC-AFL 


Mr. Katine. My name is Jerome J. Keating. I am vice president 
of the National Association of Letter Carriers and chairman of the 
retirement committee of the Government Employees’ Council, Ameri- 
can Federation of Labor. The National Association of Letter Car- 
riers represents more than 103,000 letter carriers, and the Government 
Employees’ Council of the American Federation of Labor represents 
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100,000 Government employees. I appreciate the opportunity of 

elng able to present to you the position of the council and the organ- 

zations affiliated with it on one point found in the Treaty of Mutual 
nderstanding in Cooperation with the Republic of Panama. 


CIVIL SERVICE RETIREMENT ACT UNIFORMLY APPLICABLE 


In the memorandum of understandings reached, the 


statement is 
made: 


Legislation will be sought to make the Civil Service Retirement Act uniformly 
ipplicable to citizens of the United States and the Republic of Panama employed 
by the Government of the United States in the Canal Zone. 

We object to this provision. The Civil Se — Retirement Act was 
enacted in 1920 and went into effect on May 1, 1921. Originally the 
act covered 330,047 employees and the acer ued th ibility for past se rvice 
amounted to $248,807,879. During the intervening years, the number 
covered has increased to 1,661,940 e mployees. The m: jor ity of these 
people are new employees but many groups of employees originally 
excluded from the civil service retirement program have been blanketed 
in by legislation. We have not objected to this policy because prac- 
tically all of these employees have been bona fide employees of the 
Federal Government and citizens of the United States. Rece nthy, 
legislation has been passed that puts employees who are not exactly 
employed by the Federal Government but are paid out of funds ap- 
propriated by the Federal Government under the retirement system. 

We have not objected to this legislation. 

It can be readily realized, however, that when employees with con- 
siderable service are blanketed into the retirement system, the retire- 
ment fund not only is liable for future service, but it assumes an 
obligation for all past service. The liabilities of the civil service 
retirement fund have been greatly increased by blanketing in these 
various groups. 

The thirty-third report of the Board of Actuaries of the Civil Serv- 
ice Retirement Fund stated: 

* * * The deficiency contribution is required because at the time of the 
establishment of the fund, employees then in service were given credit for their 
prior service during which no contributions had been made by the Government. 
Therefore, there was an accrued liability or deficiency to be met by 
ernment at that time. Further increases in the deficiency have come about 
through changes in the benefit provisions, through the addition of new groups of 
employees to whom credit for service rendered prior to their admission was 
allowed, and through the fact that in certain years the Government’s appro- 
priations have not been sufficient to meet the current costs of the fund. 


the Gov- 


Up until this time, only employees of the Government in this coun- 
try, or citizens of this country have been included under the Civil 
Service Retirement Act. The treaty under consideration proposes to 
place our Retirement Act citizens of another government. We can- 
not understand why, if it is necessary to place the Panamanians under 
a United States retirement program, they should not be placed under 
the Foreign Service Retirement Act rather than under the Civil Serv- 
ice Retirement Act. We are not making this as a suggestion, but 
merely raising the question. 

We believe that if this agreement is adhered to in the treaty when 
it is acted upon, it will open the door for many other similar groups 

65608—55——_9 
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to come under our Civil Service Retirement Act. These people have 
a different mortality rate; their retirement experience would not con- 
form to our experience. We believe that if we are to furnish retire 
ment protection to the Panamanians, it should be under a separate 
program. 


BENEFITS RECEIVED BY PARTICIPANTS UNDER THE CIVIL SERVICE RETIRI 
MENT ACT 


There are many in this country who should be benefiting under the 
‘ivil Service Retirement Act who have been denied the protection of 
our civil-service system because of the cost of the legislation. I refer 
specifically to the widows of Government employees who died prior 
to 1948. This group of dependents receives no annuity of any sort 
from anyone. It is practically the only group of widows in the United 
States which does not have some sort of old-age protection. We have 
been trying for a long time to secure protection for this group of fine 
people, but protection has been denied them on the basis that 1t would 
cost the retirement fund too much. 

We have also been trying to secure a decent, adequate increase in 
the annuities of those people now on the retirement rolls, but that, too, 
is vigorously opposed because of cost. Rising costs have created a 
good deal of suffer ing among civil-service annuitants ; yet, it was only 
last week that Chairman Tom Murray of the Committee on Post Office 
and Civil Service of the House of Representatives objected to such an 
increase because it would increase the liabilities of the civil-service 
retirement fund. ; 

We believe that the widows mentioned and the annuitants now on 
the rolls should be taken care of before the citizens of Panama are 
given an opportunity to participate in our civil-service retirement 
system, and we are opposed to the provision in the treaty that would 
place Panamanians under the civil service retirement system. We can 
see no line of reasoning that makes it logical for these people to be 
included under asystem that was conceiv ed in the minds of the postal 
and Federal employees for the benefit of the employees of the United 
States civilian Government. 

Thank you for the opportunity to present this statement. I will be 
glad to answer any questions, if you have any. 

Senator Futsricut. Does the Senator from Rhode Island care to 
ask any questions? 

Senator Green. No. 

Senator Futsrient. The Senator from Indiana? 

Mr. Carenart. No. 


SEPARATE RETIREMENT SYSTEM 


Senator Futerient. Assuming some provision would be made, what 
would you suggest as the most practical way ? 

Mr. Kratine. It seems to me that you have a situation that is en- 
tirely new. We have never attempted to set up a retirement for any- 
body but American citizens. I believe that you should set up a sepa- 
rate system to cover it. 

Senator Futerient. Aside from the citizenship angle, thinking 
more of the financial aspect, suppose we feel it is necessary to have 
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ome kind of a retirement system. Do you have any suggestion as to 
the financial aspect of it? 

Mr. Keatine. Well, in any system you start out with a very substan- 
tial liability, where you are blanketing in people who have had some 
years of service—I mean you would have an accrued liability to start 

ith, and it seems that the Government has a responsibility there. 

As a matter of fact, the Canal Zone used to have a separate retire- 
ment system, separate from the civil-service retirement, although op- 
erated under the Civil Service Commission. And only recently they 
were brought together. 

Senator Futpricutr. What happened to that, was it merged ¢ 

Mr. Keatine. It has been merged with the civil service. 

Senator Futsrient. Does that include only citizens / 

Mr. Keating. Only citizens. I do not think the noncitizeis have 
ever had retirement protection down there. They are paid in cash 
relief, that is paid by the Federal Government, too—the cash relief 
plan that the vy have at the present time. 

Senator Futsrigur. Thank you very much. 

Mr. Katine. Thank you. 

Senator Fu.srieutr. We will next hear from Robert E. Mayer, presi- 
dent, Pacific American Steamship Association. 


STATEMENT OF ROBERT E. MAYER, PRESIDENT, PACIFIC AMERICAN 
STEAMSHIP CO., ALSO REPRESENTING THE AMERICAN MARINE 
INSTITUTE AND THE ASSOCIATION OF AMERICAN SHIP OWNERS; 
ACCOMPANIED BY HUGH WILLIAMSON, VICE PRESIDENT, AMERI- 


CAN SHIP OWNERS ASSOCIATION AND MR. ALVIN SHAPIRO, 
WASHINGTON REPRESENTATIVE, AMERICAN MERCHANT MA- 
RINE INSTITUTE 


Mr. Mayer. Mr. Chairman, and members of the committee, I am 
sorry that I do not have numerous copies of our statement for the 
members of the committee, but we will have a few later in the d: ay. 

This statement is offered on behalf of the Association of American 
Ship Owners, the American Marine Institute, and the Pacific Ameri- 
can Steamship Association, which organization comprises practically 
the entire oceangoing American merchant marine. 

There is with me now, joining in this statement, Mr. Williamson, 
vice president of the Association of American Ship Owners, Mr. 
Shapiro, who is the Washington representative for the American Mer- 
chant Marine Institute. 

We appreciate the opportunity of participating in your hearings, 
and hope that our brief comments will contribute to a better under- 
standing of the many problems involved. 

Representing entirely commercial interests, who use the canal, we 
would not presume to offer to this committee or to the State Depart- 
ment any suggestions or comments bearing upon the diplomatic rela- 
tions between the Republic of Panama ‘and the United States of 
America. 

However, because tolls are such a large part of company revenue, 
and because of tolls questions that have been raised in the heari ing thus 
far, plus the fact that implementing legislation may be forthcoming, 
we feel that the terms of the treaty and the accompanying memoran- 
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dum of understandings now under consideration could result in in 
creased costs to vessels transiting the canal. This is why we have 
sought the opportunity to be heard here briefly. 


FINANCIAL STRUCTURE OF THE PANAMA CANAL COMPANY 


First, a comment on the financial structure of the Panama Canal 
Company 

In hearings before your committee the other day it was indicated 
that representatives of the Panama Canal C ompany will submit to 
your committee information concerning the canal’s status. Since this 
is a matter of great importance to the users of the canal, we would 
suggest some important aspects of the finances which might not be 
immediately apparent. (See p. 68.) 

The finaneal status of the canal, as reflected in annual reports of 
the Canal Company and audits of the General Accounting Office for 
the period from the opening of the canal until July 1, 1951, shows that 
the net result of canal operations in those first 37 years was a return 
to the United States Treasury of $274 million over and above appro 
priated funds. And I should correct the statement there to say appro- 
priated funds for maintenance operations, repair, and depreciation, 
ie not for construction, except to the extent that construction con- 
tributes by depreciation. In other words, toll revenues paid all annual 
expenses, including depreciation and operation of the canal, and re- 
turned to the Treasury all appropriated funds, plus $274 million in 
profit. 

Senator Furerienr. I am not clear about that. What is deprecia- 
tion if it is not an annual amortization ? 

Mr. Mayer. In the case of the canal you only begin to return the 
Government’s net direct investment under the statute today. You only 
begin to reduce the investment now under the statutes when they de- 
clare dividends for that purpose. 

Senator Green. I think it would be well to give more in detail what 
you included. Depreciation must be provided for, especially in a 
project like the canal, because there are slides every once in a while. 
When they try to restore the damage done; is that included? 

Mr. Mayer. In the first place, there is a $10 million emergency 
fund maintained at all times, required by the statutes for that specific 
purpose. 

In addition, under the code, the Canal Company has authority to 
borrow from the Treasury without interest. 

Senator Green. That is my point. My point is whether you in- 
cluded it in your summary of trying to make out that it paid for itself. 
Just give us one illustration. You have included that as paying for 
itself. 

Mr. Mayer. I beg your pardon! 

Senator Green. You said that it has more than paid for itself. 
Have you included the depreciation ? 

Mr. Mayer. Yes. 

Senator Green. Depreciation is a bookkeeping entry? 

Mr. Mayer. Yes. 

Senator Green. And repairs? 

Mr. Mayer. Yes. 

Senator Green. Such items as I have just mentioned, as slides? 
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Mr. Mayer. Yes. 

Senator GREEN. That is included ? 

Mr. Mayer. Yes. 

Senator GREEN. And this figure was above all expenditures? 

Mr. Mayer. Except interest upon the investment of the Government 

ip to July 1, 1951. 

Senator Green. And after that? 

Mr. Mayer. After that it is included, also. 

Senator GrEEN. Before that. not ? 

Mr. Mayer. After that it is included, also. 

Senator GREEN. Before that not? 

Mr. Mayer. Before that not. 

Senator Green. That has been included in the capital expense of 
building the canal ? 

Mr. Mayer. Before July 1, 1951, the Canal Zone Code did not re- 
quire any charging of interest on the Government investment. 

Commencing July 1, 1951, with the reorganization, Congress said, 
“Now, you have this Government appropriation,” and like other Gov- 
ernment corporations, as the policy has been evolving following the 
adoption of the Government Appropriations Controls Act in 1945, 
Congress said, “Now starting July 1, 1951, you will pay interest.” 

So it is without interest before that, and with interest after that. 

Senator Green. Thank you. 


COST OF THE CANAL 


Senator Carpenarr. What was the cost of construction of the canal ? 

Mr. Mayer. That isa varying figure. We think that the book value 
of the canal today is $309 million. 

The statement of the company says about $376 million, the book 
value. 

Senator Capenarr. That is what it costs. 

Mr. Mayer. They call it net direct investment of the Government in 
the canal, so it is the cost. 

Senator Carpenarr. It has returned $274 million after all expenses 
have been paid ? 

Mr. Mayer. Yes, but not the cost of construction. 

Senator Carenartr. That is not expected. 

Mr. Mayer. I did not want to indicate that we have returned that. 

Senator Green. I wanted to make it clear what was induced and 
what was not. 

Mr. M AYER. Everything but the cost of building the canal. And we 
are paying interest on that, starting July 1, 1951 

Senator CaprHart. It has been a pretty good investment, $576 mil- 
lion and returned $274 million after all expense 

Mr. Mayer. Those are operating expenses. 


ANNUAL INCOME 


Senator CareHarr. What is the annual income each year, just in 
round figures ?¢ 
Mr. Mayer. It varies from $100 million to $125 million or more. 
The net income for the last year—for the last year for which we have 
a statement, the net income, which in a business corporation youwould 
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eall profit, was $7.2 million, which was subsequently adjusted by tl 
company to give something like $1,550,000. 
Senator Capenart. $1 million / 
Mr. Mayer. Yes. 
TOLL CHARGE 


Senator Green. Is the charge for passage based upon tonnage ? 

Mr. Mayer. It is based upon a system called add measurement 
which comes somewhere near a ton of cargo. Actually, it is the ton 
nage-carrying capacity of the vessel which determines how much the 
vessel costs. 

Senator Green. What would be the average cost one way? 

Mr. Mayer. It depends upon the vessel. For a Liberty, which is 
a smaller and cheaper vessel, probably $4,500. Fora big C-4, it is a 
better vessel, $7,500 one way. 

Senator Capemart. One way ? 

Mr. Mayer. Yes. About $15,000 a round voyage for a good first- 
class vessel. 

Senator Caprenarr. You are under the impression that if this 

reaty goes into effect the cost will be increased ? 

Mr. Mayer. Yes. It is implied in it. I think my statement out 
lines that. 

Senator Carrnarr. Why? Does it take 4 or 5 pages to tell 

Mr. Mayer. There is a potential in that direction. One of the 
reasons is that it has been indicated that legislation may be intro 
duced to require that the Panama Canal Company will be required 
to pay the additional annual annuity to the Re »public, which has been 
negotiated in this treaty. 

We are now paying $430,000 to the Republic of Panama in what 
is described in the treaty as an annual annuity. 

This treaty would increase it threefold, roughly to $1,950,000 a 
year, something like that. 

Under the statute as it exists today the Panama Canal Company 
is liable for the annuity of $430,00 a year. In order to make it liable 
for the balance you must legislate. 

Our feeling is that if you enact such legislation you are going to 
increase the burden on foreign and domestic commerce, on goods that 
are either consumer goods in the United States or goods that produce 
a pay load. 

Senator Carenarr. You do not think it will be taken out of the 
approximately $7.5 million a year? 

Mr. Mayer. It cannot be now legally. The statute will not permit. 
It cannot be. 

Senator Carrnart. Is that clear to you, why it cannot be? 

Senator Green. No. 


PAYMENT OF THE ANNUITY 


Senator Carprnart. Who pays the $430,000? 

Mr. Mayer. Right now, the Canal Zone Code presently says that 
the Panama Canal Company shall pay the annual annuity as deter- 
mined by the treaty. 

Senator Carenart. Which is $430,000 a year? 

Mr. Mayer. Yes, $430,000. 
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Senator Capenarr. Under this treaty it is increased to what? 

Mr. Mayer. To $1,950,000. 

Senator Carrnart. What makes you believe that legislation will 
ot be passed mandating the Canal Zone Company to pay that out of 
heir assets ? 

Mr. Mayer. In the first place, we would not want to express any 
cpinion as to whether it will or will not be, but if it is considered, we 

re cong to—— 

Senator CarenartT. Let me ask you this: If they do not pay it, 
ho will pay it? 

Mr. Mayer. We think it is properly payable by appropri: ater from 
ome other department, if it is properly payable. For this reason, 
f you will let me sole: 

Senator Carenart. If they can pay the $430,000, why cannot they 
pay $1,950,000 ¢ 

Mr. Mayer. They can. You can make the tolls pay whatever you 
vant. 

Senator Carenarr. You do not need to increase the tolls, if they 
paid $274 million. 

Mr. Mayer. Yes, but I have tried to explain that we are now before 
he president of the Panama Canal Company with a request for a tolls 
hearing. 

The General Accounting Office has already stated in its last audit 
report that the administration of the canal has improperly interpreted 
i. section of the code which has in fact placed upon tolls revenue an ad- 
ditional $18 million per year cost, which tolls should not pay. 


POSSIBLE REDUCTION OF TOLL RATES 


We also hope to be able to go before this Congress in the next session 
with a bill which will substantially change the operation of the 
Panama Canal Company. And to that end we hope that. the fiscal 
structure of the canal will be so changed that we can reasonably anti- 
cipate a reasonable and substantia! reduction in the toll rate. And 
ve think a substantial reduction. 

Senator Caprnarr. Let me ask you this, is it possible to have a canal 
ompany pay this and also get a reduction in rates? 

Mr. Mayer. I would not be able to answer that question, but I think 
the answer might possibly be “yes.’ 

if there is no merit in charging it to the commercial cargoes going 
through the canal, I do not think it should be done just because the 
operation might be able to stand it. 

Senator Caprnart. I am not arguing that point. 

Mr. Maver. If you will let me explain, Senator, this is the reason 
for it: Let us go back, first of all, to the 1903 treaty. In that treaty we 
went to the Republic of Panama and said that we wanted to buy,some 
land. And we did. We bought a piece of land 10 miles wide and 50 
miles long. We said we will give you $10 million for the piece of 
land. 

And they said all right. 

So then we drew up an agreement that said this—I think this is 
quite interesting—the Republic of Panama grants to the United States, 
that is, a conveyance in legal terms, in perpetuity, forever, the use, oc- 





132 THE PANAMA TREATY 


cupation, and control of a zone of land. And then it went on to de 
scribe the land. 

Now further on in the treaty, I do not know, I think it is probably 
lost in history—maybe some of these other folks here can give us the 
answer to it—in article XIV of the same treaty they said that we will 
also give to the Republic of Panama $250,000 a year for the life of this 
convention. And we adjusted that to $430,000 when we went off the 
gold standard in 1936. 

Senator Carpenartr. Now we are proposing to increase it to $1.950 
million ¢ 

Mr. Mayer. That is right, threefold. It was $430,000, and now it is 
$1.950 million. 

Senator Green. I do not see how that is three times as much. 

Mr. Mayer. It is a little more than that. Maybe I am not stating 
it properly. It is about half a million, and it goes up to nearly $2 
million. 

Senator GREEN. It is more nearly four, I should say. 

Mr. Mayer. I should have said over threefold. 

Senator Capenarr. You are afraid that that is going to be paid for 
out of increased tariffs, is that it? 

Mr. Mayer. Well, it is going to do this, it is going to increase the 
annual corporate cost of running the Panama Canal C ompany and 
the commercial cargoes that go through the canal support the Panama 
Canal Company. Sothe end result has to be higher corporate charges. 
We have never admitted anything less than—— 

Senator Carruarr. Why does it necessarily follow, when this com- 
pany has made $274 million—they are making $5 million a year. The 
purpose of this Canal Company is not to make money, is it ? 

Mr. Mayer. No, sir. We do not think so—not when you have a 
Government operation. I do not think its purpose is to make money. 

Senator Carenart. Why should they make as much as they are? 
Probably ought to reduce the rates. 

Mr. Mayer. That is our position. We will have a hearing before 
the Board of Directors, we hope, within some months on that very 
point. 

Senator Carenart. Let me see that statement. Have you got a copy 
of that! 


FULL SOVEREIGNTY 


Mr. Mayer. I would like to give you one more point on a question 
that you asked me, if I may, Senator. We have never admitted 
less than full sovereignty in this piece of land. We have never ad- 
mitted that we do not have full title to it. I do not know what the 
policy was that resulted in an annual annuity of $430,000 per year 
to be given to the grantor of a piece of land in addition to the $10 
million that we paid, but our country has had a history of many more 
purchases other than this, and I do not know of any others where 
we are also paying an annual annuity. 

It seems to me that since we never admit anything less than full 
sovereignty, and since we have full title, this thing might be better 
labeled a gratuity. 

Our position is that we do not object to our State Department pro- 
posing, or the Senate authorizing a change in the annuity, if for 
diplomatic or military or political reasons it becomes a proper thing 
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to do within the realm of relationship between the United States 
and the Republic of Panama. That is not our business. But we do 
feel that if we are doing it for some oe a Tae or military reason 
ot related to the economy of the Panama Canal Company, whose 
sole commercial purpose is transmitting vesse mg then we do not. see 
ow we can logically place that upon the economic life of this 
Company. 

Senator Green. What did the legal advisers of the State Depart- 

lent say as to the significance of the additional annuity? What legal 

enificance have they given to that ? 

Mr. Mayer. I am sorry that 1 cannot tell you, except that it prob- 
ibly arose—— 

Senator GREEN. It was lost in tradition or something of that kind? 

Mr. Mayer. It arose out of negotiations in 1903. There might be a 
record on it, but I do not have it. 

Senator Green. What do the legal advisers say now? They never 
heard of it until this week? What do they say is the significance of 
this¢ You seem to imply that there may be some modification of the 
sovereignty that the United States claims. I do not see that it is that. 

Mr. Mayer. I say it is implied in it. I do not think that is a legal 
theory. No, I do not think that it is, but I thin k it implies that if 
you buy a piece of land from someone and you pay him a certain price 
for it, if thereafter your right to occupy it is subject to negotiation into 

‘hiaten price to pay for it, then it seems to me that you have a little 
bit something less than full title. Does that not follow? 

Senator GREEN. | do not agree with you. They paid a certain 
unount in eash, and the rest is annual payments. 

Mr. Mayer. In perpetuity, with the right to adjust and change it. 
Well, that is a matter of opinion then. 

Senator GREEN. That is the reason why I asked whether you have 
not got any opinion from your legal advisers, because there is room 
for a difference of opinion. Have you never gotten a legal opinion ? 

Mr. Mayer. A legal opinion as to whether or not this compromises 
sovereignty ¢ 

Senator GREEN. Yes. 

Mr. Mayer. No, | have not. 

Senator Green. Do you not think it would be advisable? 

Mr. Mayrr. If you would like to have it obtained. 

Senator Fursricur. His opinion, or from the State Department? 

Senator Green. From the State De partisans. 

Senator Futsricut. I am sure that they do have an opinion on it. 
[ thought you asked him if he had an opinion. 

Senator GREEN. I asked him if the State Department had it—if 
they ever learned of any opinion. That is what I meant. He raised 
the question. I did not get the answer. 

Senator Futsrient. I did not follow exactly what you asked him. 
I was trying to read this on the matter of tolls. 

Senator Green. The point is this, the witness made a suggestion 
that because an addition was made to the lump sum for this land, 
and there was an agreement to pay so much a year forever afterwards, 
that it in some way lessened the sovereign rights in the matter. 

Mr. Mayer. If I may say so, I meant to say, at least, that making 
it constantly subject to a change in the amount at least implies some- 
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thing less than full title or full sovereignty. That is purely a per 
sonal opinion. I have not obtained legal advice. 

Senator Green. Can it be raised or decreased ? 

Mr. Mayer. It may be by negotiation, obviously. 

Senator Green. It may be raised or decreased ¢ 

Mr. Mayer. oe I presume it could be decreased; yes, sir. 

Senator Green. I do not want just your construction of it. 

Mr. Mayer. Yes, it could be decreased if we negotiated with them 
in a treaty to decrease it. 

Senator Green. It could be raised or decreased ? 

Mr. Mayer. Yes, right. 


TOLL CHARGES 


Senator Futsricnt. What is the fee for transitting a 10,000-ton 
ship through the canal? 

Mr. Mayer. It depends upon the carrying capacity of the vessel 
but as I mentioned before, it goes from about $4,500 to $7,500. It is 
about 90 cents per add measurement content of the vessel, the cargo. 
It is less if the vessel is empty. 

Senator Fu.srienr. If it is loaded, say, a 10,000-ton tanker? 

Mr. Mayer. I do not know what the add measurement would be 
on a tanker. We have only dry cargo. Somewhere in that range. 

Senator Fursrienr. A 10,000-ton ship with dry cargo? 

Mr. Mayer. About $7,500 for a modern, good-sized vessel. 

Senator Fursricutr. How long does it take to go through the 
canal ¢ 

Mr. Mayer. About nine hours. 

Senator Fursricnr. How long would it take you to go around the 
Horn—about 30 days? 

Mr. Mayer. Yes. I do not know exactly the time. We understand, 
Senator, the economic advantage involved in the canal. 


DEFENSE OF THE CANAL 


Senator Futsrieut. You are aware that it is an advantage? 

Mr. Mayer. We are also aware it provides a 2-ocean Navy for us. 
And there has been no contribution to the canal by the Department of 
Defense. And in the present financial structure of the canal there is 
no allowance for defense values. 

Senator Futsricnt. There is no allowance of what? 

Mr. Mayer. For the defense values of the canal—there is no allow- 
ance for that. 

Senator Futsrigut. The canal is defended at very high cost by the 
Department of Defense, is it not? 

Mr. Mayer. Yes. I think it isdefended by them. Does it need mili- 
tary defenses that are usable only as a commercial utility? I think 
it is defended because it is a military utility. 

Senator Futsricut. It would not be defended if it was not useful to 
the military. You think it would not be defended if it was not used 
for military purposes? 

Mr. Mayer. I think it would not be if we had the same treaties with 
respect to its use as we do now have, that its use is available to all 
vessels of the world and on exactly the same terms. 
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[ do not think we defend, for instance, the Welland Canal. That is 
not ours. We do not defend any of the other 12 canals that we have, 

that have been built with Federal funds. 

Senator Futsrient. What others are there? You need not name 
them all. Name one that you are talking about. 

Mr. Mayer. We have the Intercoastal Canal on the east coast. 

Senator Futsricur. The Intercoastal Canal ? 

Mr. Mayer. Yes. 

Senator Futsrient. What does that connect ? 

Mr. Mayer. I cannot tell you exactly. It is in the Southeast, the 
southeast coast of the United States. 

Senator Futsrient. Do you think that is a comparable case? 

Mr. Mayer. Yes. The other 12 canals together, if they were to 

charge tolls, we presented a study to the Merchant Marine and Fish- 
eries Committee of the House last year which indicated that the other 
canals, if they charged tolls, they would have produced toll revenue to 
more than double the Panama Canal toll. I think I can give you those 
for your records, if you like. 

Further, those other canals do not earn depreciation, do not try to 
get constr uction costs back, do not try to get interest. They produe e 
nothing except that they do contribute to commerce, al id their total 
cargoes far exceed those that are used in the Panama Canal. 

Senator Futsrigutr. What is the example of this now? You are 
talking about the inland waterways that parallel our east coast ? 

Mr. Mayer. I am sorry that I am unable to bring the names of the 
other canals to my mind immediately, but I can submit them to you. 
[ can do that, I think, within a few minutes. 

Senator Fuisrienr. What point are you seeking to illustrate by 
mentioning them ? 

Mr. Mayrr. I am merely developing a point that you raised when 
we talked about recognition of the defense value of the canal. And 
then we got off from that into these other canals. And I pointed out 
that we have 12 other canals that are only commercial utilities, and 
they do not receive military defense as does the Panama Canal. Thus, 
I think we were trying to distinguish the Panama Canal as being 
defended, because it is a very great defense utility, as well, we admit, 
as being a very great commercial canal. 

Senator Funprient. It could be that this is not part of the con- 
tinental United States—it is not included within the defenses we 
furnish to our country as a whole? 

Mr. Mayer. I imagine that is part of it. We have very substantial 
naval defense in the Caribbean and the Pacific areas. 

Senator Futsricut. We do defend all of the United States, do we 
not? I mean, in a different way than we do the specific defense of 
the Panama Canal. I do not quite see the point. 

Mr. Mayer. I think your military people will tell you that the dif- 
ference between the Panama Canal and the others is a difference be- 
tween our having a two-ocean Navy. We can get that Navy back 
and forth through that canal and be in each ocean. 


TOLL CHARGES 


Senator Funsricnut. I do not see that means anything, so far as your 
point is concerned. 
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Do you think the fees are too high for your companies? 

Mr. Mayer. Yes. 

Senator Fu.tpricut. Too high? 

Mr. Mayer. Yes; we think they are too high. 

Senator Futpricur. You think there should not be any toll at all? 

Mr. Mayer. No; we do not. We believe that the commercial ves- 
sels should pay every cost of the operation of the canal which is prop- 
erly allocable to its commercial value which is properly allocable to 
running the commercial ship through there. We think we should pay 
just that, but we do not think we should pay any more. 

Senator Fusricut. You do not think the cost of the canal in any 
way should be attributed to those tolls? 

Mr. Mayer. Yes: we do. 

Senator Futsricut. You do or do not? 

Mr. Mayer. Wedo. And it was suggested last year what should be 
allocated to commercial transiting, instead of 100 perce nt as it is now. 
We were trying to get some defense value recognized 2 years ago be- 
fore the Congress. It was suggested that we take the construction 
of the canal, that is, the cost of the construction, and cut it exactly 
in half and say to the military, “Here is your one-half to pay for,” 
and say to the commerce of the world, “Here is your half to pay for.” 

As a matter of fact, it is that philosophy that is responsible for the 
enactment for one part of Public Law 841 which now governs the 
canal. At that time there were lengthy hearings before the Senate 
Interstate and Foreign Commerce Committee. And it was pointed 
out that there has never been a determination of commerce versus de- 
fense value. And that many military authorities had stated dollar 
values, some of them going as high as six times the cost of construction 
as being defense value. 

It was proposed that commerce and defense pay on a 50-50 basis. 
That was not done. However, there was one concession made. The 
records show that it was made somewhat in lieu of giving 50-percent 
defense recognition, 

Senator Futskicut. Why would it not be just as logical to have 
your boat pay one-half of the cost of going around the Horn? Would 
that not be just as logical ? 

Mr. Mayer. I do not think so. 

Senator Futsrient. Why not? It saves you 50 percent of the cost. 

Mr. Mayer. If you want to produce utility that is usable, both from 
a defense standpoint and a commercial standpoint, then presumably 
you should allow both commerce and defense to use it. 

Senator Fusrieur. It seems to me a big bargain to let you get 
through. 

Mr. Mayer. We are willing to pay our full share, Senator, every 
time. 

Senator Futsricut. The only point I make is that there is no rele- 
vancy at all to this defense argument. 

Mr. Mayer. Let me state it again. You paid $450 million to build 
the canal. Then you ests ablished the tolls formula, and that says that 
tolls shall be ests ablished at a rate so as to recover these things. 

Then you start out and you depreciate the entire canal. You pay for 
the interest on the Government’s investment in the canal. You pay 
for the maintenance, the operation, the repair. You pay for every- 
thing. 
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Senator Fu.sricur. It seems to me a very logical and proper pro- 
cedure. 
Mr. Mayer. It is again a matter of opinion, and we do not think so. 


COMPARISON OF PANAMA AND SUEZ CANALS 


Senator Futsricut. The Suez Canal, did they allocate or deduct 
any percentages for defense purposes, and then adjus st ¢ 

Mr. Mayer. I do not think so, because that is owned by more than 
one country. And further, in the case of the Suez Canal, we had 
consistent and steady decreases in the rates as the investment has been 
reduced and as the traffic has increased. 

Senator Futsrient. Are they, indeed, much lower than the Panama 
Canal, on a comparable cargo? 

Mr. Mayer. I am not familiar with that—I do not know what they 
are. They have been consistently reduced. 

Senator Funisrient. As a matter of fact, they have made a very 
large profit over and above the cost of the canal. 

Mr. Mayer. As high as 35 percent in a particular year. 


FINANCIAL STATUS OF THE PANAMA CANAL COMPANY 


Senator Carenarr. Might I put some figures in the record here ? 

On June 30, 1953, the total assets of the Canal Company were $56 
million plus. Their total liabilities were $26 million plus, $30 million. 
The total cost of the project was $540 million plus. Now depreciated 
down to $487 million plus. 

An interesting thing was that the revenues were $88 million plus, 
of which $31 million was from canal tolls. 

Their profit was nearly $14 million. 

They paid the Federal Government. There was $7 million in inter- 
est, which left them over $7 million net profit above all of thei 
expenses. 

But the interesting thing is their sale of commodities and sales of 
services. The sales of commodities ran nearly $26 million, and sales 
of services ran to $23 million. And rental of quarters, $2 million. 
But the tolls amounted only to $31 million. 

Then you find the cost of goods sold in transfer was $22 million, 
almost the same as the sale of the commodities. (The figures referred 
to above and subsequently may be found in the Report of the Governor 
of Panama Canal Zone for Fiscal 1953 which is on file with the 
committee. ) 

Mr. Mayer. Would you permit me to amplify that? 

Senator Carrnarr. Yes, sir. 

Mr. Mayer. The sales of goods and services is largely the sale of 
regular necessities of living to the employees. The biggest part of that 
is housing for the employees. 

Senator Carenart. It has rental quarters of $2 million: is that 
housing ? 

Mr. Mayer. We have revenues from such other things as a steam- 
ship line, two hotels, a railroad, vessel repair facilities, which have 
the four biggest ones, and then they trail off into a lot of other little 
things. 
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Senator Caprnarr. My point is that they have made $7,200,000 after 
paying the Government $6,668,000. In addition to that, they paid 
all of the operating expenses of the Canal Zone Government. — 

Mr. Mayer. The Company predicts a loss next year. 

Senator Fursrieur. They have not retired their original invest- 
ment, as I understand. That investment is still nearly $500 million. 

Senator Capenarr. That is depreciated. 

Senator Futnrient. A very ne figure. 

Senator Capenarr. Have they refunded to the Federal Government 
any money yet for construction costs? They must have. You say 
that they took in $274 million. What did they do with that? 

Mr. Mayer. They recently made a $10 million liquidating dividend 
in November of 1954. 

Senator Caprnarr. How much have they returned to the Federal 
Government since the canal was started? 

Mr. Mayer. I think your depreciation reserve is shown there as 
$119 million. 

Senator Carruart, That is a bookkeeping item. Have they re- 
turned that to the Federal Government? You made the statement 
that they made $270 million. The point is, where is it? It certainly 
does not show in the assets. 

Mr. Mayer. Before July 1, 1951, every dollar that was taken in for 
any activity was automatically remitted into the Treasury. It was 
not a corporate activity at all. 

Senator Carrnarr. The Congress appropr iated the money. 

Mr. Mayer. That is right. The $274 million is your net difference. 

Senator Carenarr. In other words, they got $270 million more than 
they put out, and the cost was a total of $! 514 million, and they have 
had $270 million of it back? 

Mr. Mayer. That is right. 

Senator Caprenart. My point is, I would think they could reduce 
the tolls a little bit as well as paying $1,900,000. I do not know 
whether they should or should not. 

Mr. Mayer. We will be arguing that, we think, very soon before 
the Board of Directors of the Company, and also before the Senate 
interstate and Foreign Commerce Committee. 

We have one other little point that deals with the treaty itself. 

Senator Futericutr. Before we leave that, I hope the Senator from 
Indiana understands that not just the United States received this, 
but others received it. 

Senator Carenarr. All paid the same rate. 

Senator Fursrient. It 1s not just for the United States. 

Senator Carpenartr. My objection to this treaty we are considering 
is that it calls for a payment of $1,900,000 instead of $430,000, and 
thereby the Canal Company will increase the rates to the users. 

Senator Futericur. That is correct. 

Mr. Mayer. If such legislation is passed. 

Senator Caprnarr. My point is that there is no necessity for it 
in view of the profit they are making. 

Senator Funsrienr. If those are profits. We have called for a 
complete finance ial statement from the Company itself. (See p. 68.) 

Senator Carenart. This is a published statement. My best judg- 
ment is that up to 1951 they remitted everything to the Federal Gov- 
ernment, and they paid all of the bills out of the appropriations. This 
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$36 million in current assets and $26 million in current liabilities is 
what has happened since 1951. That is about what it is. 

Senator Green. As to the point that you raised, because this amount 
that is paid as an annuity could be raised every year. Therefore that 

is a limitation of our sovereign rights. There is a provision in the 
treaty itself that expresses the statement that the parties recognize the 
absence of any obligation on the part of either party to alter the 
imcunt of the annuity. So it seems to me that should 
doubts that you have. 

Mr. Mayer. I donot understand the relevancy of what you have jusi 

iid. I do not understand what you are illustrating there. 


resolve any 


SALE OF SUPPLIES TO COMMERCIAL VESSELS 


We certainly have no intention of taking you through the maze of 
finances of the Canal Company, and if I can revert again to items 
specifically growing out of the treaty, commencing again on page 5 
of our statement: 

Paragraph 4 of the memorandum of understanding which accom- 
panies the treaty constitutes an agreement by the United States to 
withdraw from the sale of supplies to commercial vessels with certain 
qualifications. While as an industry we would not propose such a 

change and, incidentally, have not been consulted on it, we would like 
to say that if that provision is retained in the memorandum we ear- 
nestly request that vessels that thereafter make purchases from the 
Panamanian companies be afforded the same assurances as are afforded 


to individuals in paragraph 9 of the memorandum of understanding. 


MANUFACTURING AND PROCESSING OF GOODS 


Paragraph 9, which covers the sale to individuals qualifies the agree- 
ment for the United States to withdraw from manufacturing and 
processing of goods this way. 

Paragraph 9 says: 


Whenever and for so long as such goods are determined by the United States 
f America to be available in the Republic of Panama in satisfactory qualities 
and quantities and at reasonable prices. 

To offer this same protection to purchasing vessels, we specifically 
propose that the Senate amend the memorandum of understanding by 
pli acing the same or similar protective language in paragraph 4. 


PROVISIONS WITH REGARD TO WAGES AND TAXES 


In conclusion, there are several! other items in the treaty and the 
accompanying memorandum wie h are disturbing to the tolls payer. 
\mong them are the agreement to adjust certain wage levels of Pana- 
Inanian citizens, extension of civil-service retirement privileges, grant- 
ing to the Republic of Panama the right to collect certain income taxes, 
and others. Our concern with these is not so much with the merits of 
these items, but rather that they appear to have been granted in con- 
sideration for concessions not related to the efficient transit ing through 
the canal of the interstate and foreign cargoes of the United States, 
and yet these very cargoes will have to bear the costs arising from such 
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concessions in some cases. Unless committee members have questions 
on these items, we will not go into them, because we do not presume 
that this committee will make numerous amendments at our request, 
and because our relief will be legislative in some cases. 


OPERATION COSTS 


In conclusion, we would respectfully urge this committee to give 
careful scrutiny to the financial results of the canal operation to date, 
and to recognize that the United States Treasury and taxpayers have 
not, in the final analysis, paid out one cent to run the canal since it 
opened. 

Senator Funsricnur. I do not see how that statement is justified. 
How do you justify it ? 

You do not pay any attention to what the canal cost ? 

Mr. Mayer. Starting July 1, 1951, we are paying for the construc- 
tion of the canal. Previous to July 1, we contributed nothing. 

Previous to 1945, you had some one hundred other Government cor- 
porations that had invested in them about $100 billion of American 
capital, all interest free. You are not getting interest yet from all of 
vour Government corporations. 


INTEREST RATES 


Senator Futericut. Not all interest free, such as the FDIC. 

Mr. Mayer. I said that previous to 1945 a large number of them 
were, and since you enacted the Government Corporations Control] Act 
in 1945, you have consistently begun to impose on Government corpo 
rations the requirement to earn interest. You did not, except in rare 
cases, before. 

Senator Futsricutr. We made it retroactive on the FDIC Act. That 
has been done in several instances. I do not mind you pleading your 
case, but I think that you ought to be more accurate in these general 
statements. You say you have studied the record of nearly all of 
them. Which ones have you studied ? 

Mr. Mayer. About 100 Government corporations. 

Senator Futsricutr. You make the statement that they were all 
interest free? 

Mr. Mayer. No; I did not. I said that largely before you adopted 
your Government Corporations Control Act you did not have a Fed 
eral policy of charging interest on Government corporations. That 
matter is documented before the House Merchant Marine and Fisheries 
Committee. If you would like, I can submit it for this hearing. That 
was last vear. 

Senator Futrricut. I do not know that it is particularly material, 
except I object to making these misleading and false assertions. We 
have tried in the Committee on Banking ‘and Currenc y, to make all 
of these corporations or agencies that are designed | to assist and to 
help industry pay their way. We have had the REC, the FDIC, and 
2 or 3 others. The Banking and Currency Committee, of which the 
Senator from Indiana is a member, has tried to do that, and the Sena- 
tor knows that is true. We tried to do it in every case. I think it is 
unwarranted: 
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Mr. Mayer. | have no intention of saying that you are not charging 

iterest. Last year we submitted to the Merchant Marine and Fish- 
eries Committee a record on every corporation. We would like to sub- 
mit it for the record here. (This record referred to is on file with the 
committee. ) 

Generally, I think this is the picture, that before 1945, when we en- 
acted the Government Corporations Control Act, you did not charge 
interest, except in some of the larger Government corporations. Com- 
mencing in 1945, because of persistent prodding by the General Ac- 

ounting Office, which is your official accounting arm, Congress did, 
n corporation after corporation, one after the other, impose interest 
obligations, and so therefore the statement that we have just been 
talking about at the top of page 6 is precisely true, that the taxpayers 
of the United States have not spent 1 cent to operate the canal. They 
have spent money on the construction of the canal, the repayment of 
which is provided for, commencing July 1, 1951, which is just about 
the time table that we are using on a lot of other Government corpora- 
tions. 

Senator Futsrigutr. With that qualification, it certainly is much 
better. To read that sentence without that, it leaves the impression 
that it has been completely self-supporting, including all costs. One 
of the costs, every businessman knows, is interest on his investment, 
depreciation, and amortization. 

[t does not matter. Go ahead. 

Mr. Mayer. We apologize for our writing. 

I would like to call your attention to the fact, as it will show, in 
the very first part of our statement, on the financial structure, where I 
departed trom the statement, it said just that, that we have not placed 
the construction costs. We are not attempting to misrepresent to you 
or to the other members of the committee. 


TOLL CHARGES AND WHO PAYS THEM 


The only additional comment that we would like to make is that the 
ship, just like the canal, is just another vehicle. If you increase the 
vessel’s cost of operation, you have got to find additional revenue to 
cover those costs. A vessel is a service, not a production industry. So 
we must turn to freight revenues, which are our only income, to 
recover added costs. And we believe that it should at this point. become 
quite obvious that it is the American consumer that pays the bill for 
tolls structure at the Panama Canal, which improperly or illegally is 
forced upon them to bear. 

Senator Futsrignt. Why do you say the American consumer? 
Why is it not the consumer of EF gypt and Great Britain or someone 
else? We do not have any exclusive right to this. Why do you say the 
American consumer ? 

Mr. Mayer. I will change it, then, to the world consumer. 

Senator Futeriecutr. That is much more accurate. 

Particularly I do not want to create an impression that is a false 
impression. This is a world operation. It is not just the American 
ships or citizens that are involved. I am not at all sure why the Amer- 
ican taxpayer should subsidize the whole world in this fashion. 

Mr. Mayer. I do not think that the American taxpayer is subsidiz- 
ing anyone at the Panama Canal. 

65608—55 
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WAYS OF MAKING THE PANAMA CANAL COMPANY A MORE PROFITABLE 
ORGANIZATION 


Senator Carenart. In looking at this statement real quickly, it looks 
to me that if you get the Canal Zone Company and the Government out 
of a lot of these businesses down there, that they would make more 
profit than they have been making. It looks to me as though all of the 
money has been made off of the canal tolls, and that they have been 
losing money on all of these businesses that they have been operating. 

Mr. Mayer. We hi: - urged legislation to correct that situation. 

Senator Carrnarr. I do not subscribe to your fear that your rates 
might be increased. I see no reason for that at all. 

Mr. Mayer. I did not say that the revenues would be increased. 
said you will increase the corporate costs. 

Senator Carpenart. I see no need for that. I see no need for increas- 
ing the toll cost. 

Mr. Mayer. No, the corporate costs. They are interest, deprecia- 
tion, annual annuity, the account at the bottom there. This is what | 
mean right here [indicating]. 

Senator Carprnart. My point is, as I analyze this statement hur- 
riedly, they have been losing money on the s: ale of services and the sale 
of goods, which means the manuf: acturing businesses they have been 
in. If they eliminated all of those, which this treaty calls for, the 
revenue that they will have will be from tolls. 

It looks to me like they will make more than on the existing toll 
rates, “e an in the past, when they get out of these businesses. There- 
fore. I do not share your anticipation that they would want to in- 
crease your toll rates as a result of this treaty. 

Mr. Mayer. We do not anticipate that. 

Senator Carenart. I think it should be the opposite, it should re- 
duce them, and still make more money than they are making now. 

Mr. Mayer. We do not anticipate an increase in toll rates. If you 
put some additional charges on the company, we anticipate then your 
profit and loss picture is going to change. 

Senator Carruart. This treaty, likewise, at the same time that 
does that, gets them out of these manufacturing and sales and serv- 
ices, which they have been losing money on. They have been living 
off the tolls, as I read that statement, and losing money on everything 
else. 

Mr. Mayer. Yes. 

Senator Carenart. If you get them out of everything else, so that 
they cannot lose money on it, then they will make more profit from 
the existing tolls, r: ather than less. 

Mr. Mayer. You will get out of the sales of goods largely. 

Senator Capenart. That statement, to me, just looking at it hur- 

iedly, shows they have been losing money on that sort of thing. I 
may be wrong in my analyzing that, but I do not believe I am. They 
certainly have been doing about $50 million worth of sales of goods 
and services, and losing money on them. 

Mr. Mayer. We do | not know the extent to which that will take 
them out of the furnishing of goods to employees. We have not 
studied that. We do not know. But if it would take them out, all 
right. 
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Senator Capenart. Your big objection to the treaty is that the 
~1,900,000 might be an excuse to raise your toll rates; it that it? 

Mr. Mayer. We do not object to the treaty. We merely point 
ut— 

Senator Capenart. I understand. 

Mr. Mayer. We do not think the legislation as has been suggested 
ere, so far as the Canal Company to pay the additional costs, is 
proper. 

What the State Department does in the treaty basically is not our 
rovince. 

Senator Futsrient. Thank you very much. 

Mr. Mayer. Thank you. 

Senator Futsrientr. The next witness is Mr. George D. Riley, mem- 


er of the national legislative committee of the American Federation 
f Labor. 


STATEMENT OF GEORGE D. RILEY, MEMBER, NATIONAL LEGISLA- 
TIVE COMMITTEE, AMERICAN FEDERATION OF LABOR 


Mr. Rizey. Mr. Chairman and members of the committee, I was 
rratified and I believe those United States citizens working on the 
Canal Zone would have been also, at one of the opening statements 
made by the acting chairman, Senator Fulbright, that the Panama 

‘anal is vital to the sec urity and defense of this country. During the 
last several years, certain conditions have arisen that have led us to 
believe that everyone did not share this viewpoint. I refer to the 
losing of the Balboa shops 1 in 1950, the extra increased costs of liv- 
ng placed on the United States citizens in the Canal Zone by the re- 
organization of the Panama Canal Company in 1950, the treatment 
fforded the United States citizens truck drivers when their positions 
were declared ones that could be recruited locally in 1955, the pro- 
p nosed: abandonment of the Panama Railroad and the broad language 
contained in the memorandum of understandings now under con- 
sideration. 


PARTICIPANTS IN DRAFTING OF THE TREATY 


I call attention to two statements which, in my opinion, indicate 
clearly the mechanics of the drafting of this treaty and memorandum 
of understandings. The second paragraph on page 2 of the Honor- 
able Henry Holland’s prepared statement says: 


These negotiations, in all phases, were carried on in close consultation with the 
Department of Defense and the Governor of the Panama Canal Zone, as well as 
other agencies of the Government which were interested in certain of the matters 
inder consideration. 


On page 802 of the printed hearings before the House Committee on 
\ppropriations on the Department of Commerce and related agencies 


for fiscal year 1956, Governor Seybold said when asked who negotiated 
the treaty: 


They [Department of State] always asked us for our position on each item. 
We prepared a position and sent it to the State Department. We were not im 
the negotiations. I think that they gave credit to our positions at all times. 
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FINANCING OF INCREASED ANNUITY 


It is my recollection that at the hearings on Friday, Mr. Holland ad 
vised the committee that the Bureau of the I Budget was still studying 
how the $1.5 million increase will be financed. In view of the increased 
costs placed on the employees on the Canal Zone when the canal was 
reorganized by Public Law 841 in 1950, I appreciate the deep concern 
that this increased annuity has caused the employees on the Canal 
Zone. I join Mr. Brownlow, president, metal trades department, in 
his position found on page 10 of his prepared statement, given before 
your committee this forenoon, that the committee in reporting on this 
treaty states that no part of this increase be passed on to the employe: 
on the Canal Zone. One of the fascinating features of this treaty is 
that negotiations have been going on since the spring of 1953—over 2 
years— an annual amount of $1,500,000 has been dec ‘ided upon and this 
committee has been asked to recommend approval of the amount with- 
out any knowledge as to where this money will come from. 


DEVELOPMENTS CONCERNING ABANDONMENT OF PANAMA RAILROAD 


In order to keep the record correct and current, I believe the com- 
mittee will be interested to know the recent developments concerning 
the abandonment of the Panama Railroad and its replacement by a 
new transisthmian highway within the Canal Zone. This subject was 
touched upon at Friday’s meeting, and while not directly a treaty mat- 
ter, several sections are tied to it. Both the House and Senate Com- 
mittees on Appropriation withheld funds for this project. The Senate 


committee placed this language in their report: 


The committee directs that no action be taken to abandon the Panama Railroad 
until the appropriate committees of Congress have investigated the proposal 
and indicated their approval. 

The Committee on Merchant Marine and Fisheries of the House 
held hearings on this subject on June 17, 1955. The hearings were 
recessed subject to the call of the chairman. It is my understanding 
that the committee has appointed a Panama Canal Subcommittee who 
will continue the investigation. From my observations, it appears 
that the abandonment of the Panama Railroad was predicated on pro- 
visions of this treaty, even before the treaty had been sent to this 
committee, let alone considered by the committee. It appears to me 
that had the Appropriations Committee failed to call a temporary 
halt to this abandonment, certain provisions of the treaty would be 
involved before this committee had the opportunity to consider them. 
There appears to be a lack of coordination between the Federal 


agencies involved, despite the fact that Mr. Holland’s statement im- 
p lies coordination. 


WITHDRAWAL OF UNITED STATES FROM MANUFACTURING AND PROCESSING 
OF GOODS 


I direct the committee’s attention to Friday’s discussion of item 9 
of the memorandum of understandings, de: aling with the United States 
withdrawal from manufacturing and. processing of goods for sale to or 
consumed by individuals now carried on by the Panama Canal Com- 
pany. The same questions have been asked by us several times and 
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| understood the colloquy, no satisfactory answers were given, 
least from the employees on the Canal Zone viewpoint. I support 
President Brownlow’s position on item 9 as it appears on page 14 
f his statement regarding these all-important food items, milk and 
*ailk products, meat and meat products, bread and bakery products, 
that the ‘vy should be excluded from this item of the memorandum. On 
ill other items, I do not believe that “the United States of America” 
; sufficient language to cover who is to decide whether a product is 
ivailable in the Republic of Panama on a continuing basis, in satis- 
factory qualities and qui antities, and at a reasonable price. For the 
elf are of the United States citizens in the zone, and to prevent mis- 
inderstanding, I believe it is imperative that this committee spell out 
heir intent as to who in the United States has this responsibility—the 
Panama Canal Company, the Governor of the Canal Zone, the Con- 
gress, the Bureau of the Budget, the Department of Defense, the 
Department of State, or others. 


REPLACEMENT OF PROPERTY CONVEYED TO PANAMA BY THE TREATY 


[ was greatly surprised at Friday’s hearings to find out that after 

years’ negotiation the Department of State was unable to state 

efinitely the total value of the property and improvements being 
conve ved to Panama by the treaty and memorandum of understand- 
ngs. One point of vital interest to the American taxpayer, the 

mployees on the Canal Zone and this committee was not explored, at 
hat meeting. 

That point is who will pay the expense of re pl cing the property 
and improvements given free to the Republic of Panama? 

I have reference to the grammar school, the high school, the houses, 
streets, sewers, utilities, and so forth, which will have to be built within 
the Canal Zone before those mentioned in the treaty can be turned over 
to Panama. It is my sincere hope that, should the committee agree 
that the Republic of Panama is entitled to the property and improve- 
ments conveyed to them by these documents, that they spell out that 
the cost of such rep Jlacements as are ne cessary is not recovered from 
the few United States citizens working on the Canal Zone. While it 
may be possible that the United States as a whole will derive benefits 
from the transfer, I can’t agree that the employees on the Canal Zone 
will derive sufficient benefits from the transfer to bear any part of 
the cost involved. 


IMPLEMENTING LEGISLATION REQUIRED BY TREATY 


The matter of the legislation required to implement the treaty and 
the memorandum of understandings is of vital concern to the em- 
ployees on the Canal Zone. We have failed in our efforts to unearth 
any definite information concerning this important part of the nego- 
tiations. We were surprised to learn at F riday’s hearings that the 
State Department could not produce the accompanying legislation. 
This one point alone has greatly increased our anxiety. It does not 
seem possible that the negotiations have developed to the point 
whereby this committee has been asked to give its advice and consent 

when the details have not as yet been worked out. 
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Item No. 1 of the memorandum of understandings, as touched upoi 
Friday, fee ly indicates to us that our fears of misinterpretation are 
well founded. As I understood Mr. Holland’s explanation, the long 
term effect would be to raise the Panamanian employees’ wages to that 
of the United States citizen, and there would be no downgrading of 
the United States citizens to Panamanian wages. Later in what ap 
peared to be a discussion on a State Department communication, it 
was brought out that it was possible that there would be some shifting 
of employees from the present United States rate base to the local rate 
base. Then, in what appeared to be an attempt to clarify the situation 
Mr. Roderick, speaking for the Department of Defense and the Pana- 
ma Canal Company, read a prepared statement prefaced by the state- 
ment that this item was going to be a very critical item. As I under- 

stood his explanation of the interpretation placed on item 1 of the 
memorandum, they would continue the present policy of fixing com- 
pensation based on wages paid in the area of recruitment. I believe 
he also stated that the commitment does not dictate the basis for fixing 
the rates of pay, only that the same basic wage be paid for the sam: 
basic position, regardless of nationality of the incumbent. 

In the colloquy between Senator Morse and Mr. Roderick, a spe 
cific condition was brought up where there would be both Panamanian 
and United States citizens employed in the same position. I under- 
stood Mr. Roderick to say that the United States wage rate would be 
paid both the Panamanian and United States citizen, except for the 
overseas increment paid to the United States citizen. However, ws 

know that when this case actually existed in the case of truck 
drivers, the United States truck driver was downgraded to the Pana- 
manian rate of pay. It was necessary for us to appeal this procedure 
te the Civil Service Commission who overruled the Panama Canal 
Company. The Company must believe the United States citizen 
should be downgraded to the Panamanian rate as they appealed the 
civil-service ruling. I point out this inconsistency only to impress 
upon the committee that, as Mr. Roderick said, the system is still under 
study. In my opinion, because of this lack of a completed plan, this 
committee should spell out its intent on this item in its report. I am 
sure no member of this committee would want one of his constituents 
to move his family to the Canal Zone with one understanding of wage 
and working conditions, and then after a year or two being told he 
will be replaced by a Panamanian citizen at a lower wage rate. But 
if he wants to work at the Panamanian wage scale, he can continue on 
the job. Otherwise, he will have to terminate. I need not call your 
attention to what could happen should the conditions of the 1930's 
return. 

I wish to direct the committee’s attention to the fact that any point 
not spelled out in detail by this committee, will cause considerable 
trouble in Panama and the Canal Zone. 


THE 1936 TREATY WITH PANAMA 


Mr. Chairman, formerly I used to have the honor of being the statf 
director for a Senate committee some 7 or 8 years ago, and there came 
a time when it was necessary for that committee, which was the Post 





THE PANAMA TREATY 147 


Office and Civil Service Committee, to look at a situation which was 
brought to its attention, and which was the result of the Treaty of 
1936 between Panama and the United States. 

Panama was pushing at that time, some 11 years after the signing 
of the treaty, for full recognition for Panamanian citizens to be given 
ob opportunities under civil service in the Panama Canal Zone. 

That was a new situation that had not been brought to the com- 
mittee’s attention at that time, and so, at the direction of the com- 
nittee, I looked around to find what the genesis of the demand was. 

I found that it was a treaty that was almost forgotten, as 1 say, for 

years. 

I consulted with the United States Civil Service Commission, which 

as the obvious beginning point. I took it up with the De ‘partment of 
Justice; I took it up with the State Department; with the Caribbean 
rea commander, and the commander was very sympathetic, and the 
belief of the Governor of the Canal Zone was to help in our search 
or information. 

But we were given a broad smile and a pat on the back when it came 

me to try to get the facts from the State Department, the United 
States Civil Service Commission, and the Department of Justice, 
because we were told it was a fait accompli, and that there was nothing 

1at could be done about it, and that the Panamanians would have to be 
given full faith and credit for examinations, and full opportunity for 
ppointments. 

| have not found to this day—and I would be very happy to stand 

rected if anybody could give a better answer on it—a better answer 

an I ean, any law, any domestic law, which put into effect the pro- 
sions of that treaty, which extended themselves into the U nited 
States civil-service system. 


VAGUENESS OF THE MEMORANDUM OF UNDERSTANDINGS 


Now, I am impressed with one thing in the memorandum of under- 
tandings. I think there is a great deal of vagueness about the 
memorandum. 

Senator Futsricut. A great deal of what? 

Mr. Rirey. Vagueness. 

[ think much can be done, or little can be done, whatever the situa- 
tion dictates at the moment; and, as I mentioned here, I think that the 
State Department should come in at least with a rough draft of pro- 
posed legislation which it intends to take to the respective committees 
to implement the terms of this treaty once, if and when, it is ratified 
by the United States Senate. 

Then we will know a great deal more about what the intent is behind 
t, and not have to rely upon what I again call the vagueness of the 
memorandum of understandings. 

With that statement, I have no further comments, Mr. Chairman. 


EMPLOYEES IN THE CANAL ZONE 


Senator Futsrigur. How many members do you have in the zone? 
Mr. Ritry. Eleven and a half million. 
Senator Fcierieut. No, in the Canal Zone. 





148 THE PANAMA TREATY 


Mr. Rutey. In the Canal Zone, I would say about 3,700; is that a 
correct statement? There are 3,700 persons employed, and about 
2,100 of them are members of the A. F. of L. through various unions 

Senator Futsricut. What is the typical term of employment there 
is it for a long period, or does it involve a fairly rapid turnover? 

Mr. Rrrxy. Well, I think there was a time when the turnover was 
very slow. Conditions were not as agitated as they are today. 

Senator Futsricur. Is it considered a very desirable post for your 
peopl 

Mr. Ritey. Let me call on a man who comes from there, who ha 
first hand knowledge. 

Mr. Chairman, if you will recognize him, he will tell you th: 
answer. 

Senator Fursricur. Mr. Munro. 


STATEMENT OF HOWARD E. MUNRO, LEGISLATIVE REPRESENTA- 
TIVE, METAL TRADES COUNCIL, PANAMA CANAL ZONE 


Mr. Munro. My name is Howard FE. Munro, I am legislative rep- 
resentative of the Central Labor Union and the Metal Trades Council 
of the Panama Canal Zone. I have been on the Canal Zone 13 years. 

I am at present on leave from the Panama Canal Zone, re presenting 
the A. F. of L. unions on the Canal Zone. I am an electrician by 
trade. } 

When Congress is not in session, I return to the Canal Zone ; 
work at my trade for the Panama Canal Company. 


PANAMA CANAL COMPANY'S EMPLOYEES IN CANAL ZONI 


In answer to your question, the Panama Canal Company has for 
years tried to maintain a permanent force on the Canal Zone, pri- 
marily bec ause of its importance, the continuity of service, and the 
type of equipment there requiring continued employment of the same 
personnel. 

Primarily the locks are overhauled on a 2-year schedule, and the 
personnel are maintained there so that when it is time for overhaul 
purposes, they have skilled men who know the equipment and are 
capable of overhauling it, so I would say that the permanancy of 
the organization is one of prime importance to the Company. 

Senator Futsrient. That is the Company’s policy. Is it a desir- 
able post for the employees? Do they all like to go there and live? 

Mr. Munro. Prior to the reorganization of the C ompany in 1951, 
there was a desirable factor of working on the Canal, primarily finan- 
cial gain. 

Since the reorganization of the Panama Canal Company, and the 
transferring of costs to the employee, it is no longer of financial value 
to be employed in the Canal Zone. 

Let us state it in another way: When you are paid sufficiently, you 
can overlook a lot of inconveniences, and the Canal Zone is a very 
inconvenient place to work and live. 

Now that you are no longer able to have a financial gain sufficient 
to overlook these ine onveniences, the turnover is abnormally high for 
Canal Zone service. So I would say the answer to your question is 
that it is no longer desirable for the employee to work down there. 
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Senator Fu.sricur. It seems to me that it would be the Company 
then that would be complaining about these conditions, rather than 
the employees. 

Mr. Munro. May I state for the record that they have complained 
before other committees of Congress and, if the committee would like 
[ can furnish the records before the Appropriations Committees and 
the Merchant Marine and Fisheries Committee, when they have said 
exactly the same thing as I have said when the Governor was asked 
the same questions. That is a matter of record. 


ABANDONMENT OF THE PANAMA RAILROAD 


Senator Futsricur. Do you know why they are abandoning the 
railroad ¢ 

Mr. Munro. Sir? 

Senator Funsricur. What, in your opinion, is the reason for the 
abandonment of the railroad? 

Mr. Munro. The abandonment of the railroad has come about 
through, in my opinion, a desire to build a road within the Canal 
Zone. 

Senator Funsrieut. Are they mutually exclusive? I mean, can’t 
you have a railroad if you have a road? 

Mr. Munro. Because of the physical layout, it was proposed to put 
the new highway upon the railroad bed. 

Senator Futprieut. I see. It is just going in the same place. 

Mr. Munro. That is correct. And now since the question has come 
up, and a little investigation made, there is some doubt in the minds 
of the Appropriations Committee, at least, that it is not feasible to 
bandon the railroad and replace it with a highway. 

Senator Futsricur. It may be. I have no opinion about this. I 
vas just wondering what your view was as to why they were doing it. 

Do you think they were motivated by the consideration of economy 
and maybe flexibility of the operation of a highway as opposed to a 
railroad ? 

Mr. Munro. Basically, I would say that because of the General 
Accounting Office’s opinion based on the fact that the railroad was 
not paying its share of the general corporate expenses, and a share 
of the Canal Zone Government, they were not self-sufficient. 

However, the railroad has paid all operating costs and has made a 
slight profit. 

In order to satisfy the General Accounting Office, I believe this 
alternative plan of removing the railroad and putting a highway in 
its place was adopted. 


EMPLOYEES’ SERVICE ACTIVITIES 


If I may, I would like to comment on one of the sections that was 
brought up a little while ago about the activities on the Canal Zone 
not paying their way, and if you did away with them, the tolls then 
would not have to bear a loss. 

The Governor has testified and it is on record that the employees’ 
service activities are paying their own way entirely. However, they 
do not pay a share of the Canal Zone Government cost. 
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as 


you have in the District of Columbia, where, in a territory, we are 
governed by a Governor of the Canal Zone, who is appointed by the 
President on the advice of the Senate. He runs the Canal Zone Gov- 
ernment as conditions dictate. 

We have considerable expense in the Canal Zone Government which 
is not normally the activity of a city or a State government, and which 
is normally taken care of out of Federal funds. It is quite an elab- 


orate story why the employee does not pay a part of the Canal Zone 
Government costs. 


The reason for that is quite obvious. We have the same setup a 


CONDITIONS OF EMPLOYMENT IN THE CANAL ZONE 


But I would like to say that the Governor of the Canal Zone and 
the Panama Canal Company have stated before Congress on severa 
occasions that they do not think the employee should pay a share of 
the Canal Zone Government cost. 

Senator Futsricur. You mentioned the case of the truckdrivers; 
it has been mentioned 2 or 3 times. 

Mr. Munro. Yes, sir. 

Senator Fursrientr. One observation occurred to me, and that was 
that this happened without the treaty. 

Why do you bring that up in the consideration of the treaty ? 

Mr. Munro. I believe that the intent in back of this action was just 
jumping the gun on the treaty, just as they have jumped the gun on 
the sanitation in Colon and Panama City. 

Under present arrangements, whether this committee acts on the 
tre aty this year or not, the sanitation of Colon and Panama City will 
turn back to the Republic of Panama, according to all the records 
we . ive, and I think this is another case whereby the agencies on the 
Panama Canal Company were trying to get on a single wage scale. 

Now, as Mr. Brownlow said this morning, we have no objection to 
a single wage scale. However, we do not think it proper that Amer- 
ican citizens are recruited for the Canal Zone with the idea they are 
going to receive United States wages, plus a differential for being 
outside the country, and then after he works there for a few years, be 
told, “We can now recruit sufficiently in the locality; thereby your 
wage will be the locality rate.” 

Senator Futsrient. You do not think those people who go down 
there have any vested right in a job in the Canal Zone? I rather 
look upon this as a haz: ardous or extra difficult job, and that is why 
[asked you about the attitude toward this down there. 

You more or less confirmed the idea that now, not only because of 
the treaty, but already since 1951, it is no longer advantageous to stay 
tiiere, and they would be perfectly happy to come home. 

What is your comment on that? 

Mr. Munro. May I cite my own case? I think I can make 
fairly clear, what is in the mind of the employee. I believe it is a 
fair example. 

I went to the Canal Zone about 13 years ago. The Canal Zone 
looked to me like a permanent position. I went there thinking that 
[ would work out my normal working life. Fortunately, I am in 
a position that I do not believe will be turned over to a locality rate 
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for some time because it is rather technical, but others went down with 
the same understanding. Now they are past the age of 45 and find 
themselves unable to come back up here to the United States and com- 
pete for a job. The best years of their lives have been spent down 
there for the Government, and all of a sudden they are uprooted and 
sent back to the United States. 

Senator Fursricur. You think the best years are before 45% 
Laughter.] 

Mr. Munro. I know from experience it is rather hard to get a job 
na craft after age 45. 

Mr. Rirey. I might remark on this point, Mr. Chairman, if you 
please. The Congress only the other day put a rider on the Inde- 
pendent Offices Appropriation Act saying that the Federal Govern- 

ient no longer shall bar persons past 35 for civil service examination, 
but the practice of the Civil Service Commission has been that there 

ill be no application from persons past 35. 

Now, that 1s the policy of the United States Government. It had 
to be overriden by the Congress as a rider on the Appropriation Act. 
It only happened in the last 2 weeks. 

Senator Futsrient. You cite that as meaning that the Congress 
thinks the best years are before 45? 

Mr. Rinny. | would say Congress does not _ to see constituents 
pushed around too badly when they are aged 3 

Senator Funsrient. I do not know what that means. 

Well, I am glad you have given us this view about it. What you 
then, I would say, are concerned about, are those already there in 
this connection, rather than the people who are going. Anyone who 
should go after the treaty is ratified, assuming it is, will go with a 
perfect understanding of what the situation is. 

You really are apparently concerned about mistreatment, or what 
you think is mistreatment, of people who went there under different 
conditions, and now are having the conditions changed; is that it? 

Mr. Munro. That is correct. 

May I point out that before the hearings of the Merchant Marine 
and Fisheries Committee, the latter part of last month, the Governor 
was asked that question, and asked if the people he is now trying to 
recruit in the United States are being told that they are going down 
there, perhaps, on a temporary position, and the answer was in the 
negative. They are still recruiting people on a permanent basis, 
knowing that as soon as there are sufficient loc ally hired people, they 
will be replaced, according to Mr. Roderick’s formula, as he gave it 
to the committee. 

Senator Furierient. I assumed, when I first saw this treaty, that 
one of the purposes was to eliminate to a great extent the necessity of 
recruiting people in this country to go to a foreign land in the Tropics 
which could entail great hardship. I did not suppose there would 
be any great uproar about making it possible for the local people 
to service the canal. 

Of course, as you say, there are certain highly technical positions 
that are particularly sensitive, that would always be for our citizens; 
but, on the other hand, I assumed that one of the reasons for the 
treaty was to get away from the necessity of having to send our citi- 
zens down there, but apparently that is not so. It seems to be rather 
a desirable position to achieve. 
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Mr. Munro. Well, of course, another angle that comes into it is the 
loyalty feature, and I think, as Mr. Holland mentioned, that on certain 
positions they will always have to take American citizens down there 
Also that enters into the question that Senator Morse raised. That is 
the reason we asked this committee to spell out their intent. 

In other words, you have an electrician, as an example, working o1 
the locks in a security position. He has to be a United States citize: 
for security reasons. 

Now, you have another electrician who might be working in thx 
townsite doing similar work, but not on the locks. This memorandun 
of understandings says that they both shall receive the same rate of 
pay. All we are asking the « ‘committee to do is to spell out what rats 
of pay is going to be paid. Is that going to be the Panamanian rat 
of pay, or the United rm ites rate of pay ‘ 

Senator Fuisrient. I did not understand this treaty to say that 
they must pay the same to a man operating the locks and anothei 
man running a filling station. 

Mr. Munro. Yes, sir. 

Mr. Rirry. It says equal opportunity. 

Senator Futsricutr. What is that? 

Mr. Rirxy. Equal opportunity is what the treaty specifies. 

Senator Fuser IGHT. But for the same job. I understood it to sa) 
that two men, if they are both on the locks, both should have the sam« 
rate of pay; or if they are both running a truck, they must both have 
the same. But I did not understand it to mean that, for ex: — 
electrician who is doing something extremely difficult, complicated, 
and sensitive on a lock would have to draw exactly the same pay as a 
man who may be doing nothing but fixing the light bulbs in a aaa 
or something of that kind. 

Do you think it means all electricians have to have the same pay? 

Mr. Ritxy. We believe that it does, and that is the reason we asked 
the committee / 

Senator Futsricut. I am not saying that it does not. I would not 
undertake to interpret the significance of the language. I think it is 
good to put on the record what you oa < that language means. 

I was under the impression that if an American and a Panamanian 
have identical jobs and are doing the 1 same work, then the mere fact 
that one is a Panamanian should not be reason to give him less pay; 
that they will get the same pay if it is for exactly the same work, and 
when I say exactly, I mean certainly within reasonable bounds; that 
is, it requires the same degree of skill and all that. 

Mr. Munro. That was the reason we were disturbed when this pro- 
posed legislation was not available. Take an instance of a contacto! 
panel that an electrician has to overhaul. He might have to overhaul 
it on the locks; and they might have the same kind of equipment in 
the Civil Affairs Building. Both men are doing the identical work, 
maybe in a different location. One has to be an American citizen, and 
one may be a Panamanian citizen. 

Now, in our contacts 

Senator Furtsrientr. Let us assume they are equally difficult jobs. 
What is the reason, I mean, for a distinction? Do you think the fact 
that he is an American citizen should be the basis for a higher wage ? 

Mr. Munro. No, sir 
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senator Futsricur. No other difference ? 

Mr. Munro. We agree on the principle set forth in the document, 
hat there should be equal pay for equal work. We have always said 
that, providing, of course, that the rate of pay is the American citi- 
en’s pay. We definitely object to downgrading American citizens to 

locality rate. 


OST OF LIVING IN CANAL ZONE CONTRASTED TO COST OF LIVING IN UNITED 
STATES 


Senator Furpricnr. Well, I do not know how that would apply 

ere, Decause the sre are so hn ny other aon ib les. One is extra 
ay hoe song there, in the first place. that is large enough, it 
offsets the difference. 

The other has been the many pe rquisite s through purchasing things 

commissaries. We had testimony this morning that you can buy 
such necessities as cigarettes at less than half what you pay for them 
here. 

Mr. Munro. We do not subscribe to all the testimony given this 
morning. From our viewpoint the witness was a little bit off on 
some of his statements this morning. 

Senator Futspricur. You mean he was uninformed about that? The 
facts were incorrect 2 

Mr. Munro. The cigarettes in the zone are 15 cents. 

Senator Fursrieut. That is half what they sell for in some States. 
He said 10 cents, he thought. 

The impression was that here is a hardship post, and that there are 
a lot of things other than pay that employees receive to make it accept- 
able: is that not true / 

Mr. Munro. The cost of living on the Canal Zone is higher than in 
Washington, D.C. 

Senator Fursrient. It is? 

Mr. Munro. It is. We live in both places. 

Senator Futsrient. What are some of the items that are higher, 
for example ? 

Mr. Munro. Food. 

Senator Futpricutr. Food ? 

Mr. Munro. That is right. 

Senator Futsrienr. Is it higher than here? 

Mr. Munro. My wife tells me so. She buys in both places. 

We have the freight on all the things that have to be brought to 
the Canal Zone; also we have a tremendous amount of spoilage that 
you do not have up here. 

Because the commissary division has to be self-supporting; they 
have no loss. It is just added to the prices of other items. 

A lot of questions have been asked about clothing. 

Senator Futsrienr. Yes. 

Mr. Munro. Clothing is more expensive on the Canal Zone than it 

here. The reason for that is because the year-around hot weather 
creates considerable perspiration. You wash out your clothes. You 
lo not wear them out ; you wear them out in the |: wundries. You wear 
a shirt maybe a couple of hours and then you have to be careful when 
you take it off because it is damp. You have to hang it up, because 
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if it happens to fall down on the floor, or you lay it on a chair, fungus 
and mold step in, and you have rot. This is true of all clothes, whic! 
increases costs. 

It is the same way with any metals. I think one example that was 
given, the case of a tailpipe on automobiles. The tailpipe is cheape1 
to buy, but you will wear out three tailpipes a year in the Canal Zone, 
where you use one a year up here; therefore, three times the price dow: 
there is more than the price up here. They rust out. 

Senator Futsricnr. Rust out? 

Mr. Munro. That is right. 


CONDITIONS OF EMPLOYMENT IN THE CANAL ZONE 


The Booz, Allen & Hamilton management firm made a comprehen 
sive study of conditions on the Canal Zone for the Panama Canal 
Company, as requested by the Senate Appropriations Committee. 
They submitted recommendations which we were hopeful would be 
put into effect as they did increase our compensation, and gave us back 
some of the employee benefits that have been taken away. So far they 
have never been implemented by the Company. We have been wait 
ing patiently for this treaty to be settled. We then hope that the 
House Marine and Fisheries Committee will go into the whole Panama 
Canal Company question and come up with the proper realinement 
of conditions that this treaty is going to change. 

Senator Futsrigur. Would I interpret your attitude correctly to 
be that if the existing employees were given a high degree of protection 
that concerns you most’ Insofar as new people coming in—that is, 
in connection with the normal turnover—if these principles of equality 
of treatment for the local citizens are put into effect, you would not 
object so much to that? In other words, if I understand you cor 
rectly, you are not trying to preserve a status quo entirely; you are 
interested in protecting the job rights and similar conditions of the 
people who have gone down there under the impression that the condi- 
tions would continue under which they went there. 

Mr. Munro. Yes. We are asking for the protection of the employee 
who is on the zone. 

Senator Futsricut. Who is already there. 

Mr. Munro. And the new people who are coming down be told in 
their employment contract what they are up against. 

Senator Futsrient. Or, that they just not be brought down. 

Mr. Munro. That is right. 

Senator Funterienr. Are you insisting that we should continue to 
take as many Americans down as usual, or not? 

Mr. Munro. That is right. 

Senator Futerienr. You also think that should happen. 

Do you have any particular interest in seeing that the job oppor- 
tunities for American citizens be maintained at the existing level? 
Do you have that in mind ? 

Mr. Munro. Those people that are down there on sensitive posi- 
tions, and those people who have to be taken down there for a sensi- 
tive position, will have to be paid the United States rates of pay, 
or you are not going to get them down there; and anyone else in the 
same or a similar position with the same or similar skills should be 
paid the same compensation. 
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Senator Futsricur. That answer is not entirely responsive to my 

uestion. 
In the first place, you do not feel really that the matter of security 
s your responsibility, do you? That is for somebody else to take 
ire of ¢ 

Mr. Munro. That is correct. That is the reason, in Mr. Brown- 
ow’s testimony, all we are asking this committee to do is to spell 

uit their intention of their idea of what this broad language in the 
treaty and memorandum of understandings means. We will live with 
it, but we just want to call to the committee’s attention the headaches 
ad the trouble it is going to cause if it is left up to individual inter- 
pretations over the next 50 years. 


LIVING CONDITIONS IN REPUBLIC OF PANAMA 


Senator Fursricut. One other question. I am not sure it is en- 
tirely appropriate, but I am curious, at least: How would you describe 
the living conditions today in the cities or the towns outside of the 

Canal Zone? Are they reasonably agreeable, or not? 

Mr. Munro. In the Republic of Panama, from a personal stand- 
point, I would not care to live in the Republic of Panama under their 
conditions. 

Senator Futsricut. Why not? 

Mr. Munro. In the first place, Panama has a two-system economy. 

Senator Fursrient. What? 

Mr. Munro. It has a two-system economy. In other words, you 
have two classes of people. You have people who are, by our stand- 
ards, poor, and you have another group who, by our standards, are 
rich. 

Senator Fursrient. What is so peculiar about that? 

Mr. Munro. Well, we have a third class of people in the United 
States who are the middle class of people. The average mechanic and 
the average working person that you have on the Canal Zone, are in 
this middle class. They have no accommodations, that I have been 
able to find, in the Republic of Panama that meets the needs of that 
middle class. 

Senator Futsrieur. Well, are they making progress down there to- 
ward the creation of better conditions for the poor people, or not? 
Have you seen any changes since you have been there ? 

Mr. Munro. All I can say is since the withdrawal of the Armed 
Forces down there and the lack of money that was available from them 
they are getting poorer. 

Senator Futsricut. Poorer ? 

Mr. Munro. Poorer. 

Senator Futsricut. Well, I do not know that that is a particularly 
appropriate subject to ask you about. I was just curious about what 
the conditions were, and, of course, I think obviously one motive of 
this treaty is to try to help the Panamanians to help themselves; is it 
not ¢ 

Mr. Munro. That is the basis in back of it. 

Senator Fu LBRIGHT. To try to give them better job opportunities 
in whatever activities are going on which they are capable of filling. 

Naturally, that would have to be the situation. U nfortunately, I 
have never been to the Canal Zone; I do not know : anything about the 
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conditions there from a personal standpoint, and that is one reason 
I am asking these questions, to see if I can understand a little more. 

Mr. Munro. I believe it would be very proper that you visit the 
Canal Zone. It would be very interesting and a worthwhile tri 

Senator Futsricur. I am sure it would, but being an elected official! 
I have to go to Arkansas. 

Mr. Munro. You have your Arkansas University down there. 

Senator Fursrieur. I have heard from, and talked to, the people 
from the university. Many of them seem quite optimistic about the 
possibilities of increasing the agricultural production, and they take 
a great interest in that project. 

Mr. Munro. I think that is the salvation of the whole situation. 
get Panama away from the Canal Zone and more on their own feet 

Senator Futprieut. Yes. 

Mr. Munro. I spent considerable time up in David Province. 

Senator Futericur. What is that? 

Mr. Munro. That is north of the Canal Zone. I was surprised at 
the difference between conditions of that province and conditions 
around where they depended on the Canal Zone and the tourists’ 
traffic. 

Senator Fursricur. What was the difference ? 

Mr. Munro. It is an agricultural region, and they just seemed to be 
more, well, let us say, contented people. 

Senator Futsrienr. You think the further they got away from the 
zone, the better off they were / 

Mr. Munro. It could well be. 

Senator Futsrienr. Well, I think maybe that is true, but that is no 


reason why we should not try to make the zone and what activity we 
engage in as beneficial as possible, is it / 
Mr. Munro. It would benefit everybody. 


PURPOSE OF THE TREATY 


Senator Fu.srientr. Well, I hope it does. I am frank to say I am 
puzzled by this. I have been puzzled by the extent of the criticism of 
the treaty because, as I Say, I knew very little or nothing about it from 
a personal point of view, and I had assumed, from the original state 
ments, that the objective was to try to improve the lot of the Pana 
manians, to make them more agree: ible to the situation. 

It is always difficult to have a foreign country with interest within 
another country; that is a difficult situation wherever it is found. 

We have, of course, recently seen what has happened in the Middle 
East, not that I anticipate any such uprising here. But it certainly is 
the better part of wisdom that this country seek to make our presence 
there as agreeable and as acceptable as we can; and so it is rather dis- 
appointing to find there is so much criticism of this treaty. I regret 
that that is so, but we have to do the best we can with it. 

Mr. Munro. I believe this committee could do an awful lot toward 
furthering what you thought was going to come out of the treaty by 
spelling out de finitely the intention so that everybody from now on 
will know exactly what the Congress of the United States intends to 
do by the treaty. 

Senator Futsricur. Well, the intention is not enough. You know 
what they say about good intentions. 


Bo Ale ae laa 
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We have to know what we are doing. I think the intentions are 
ear. The negotiations did intend to try to help Panama and, of 
uurse, not hurt American interests too much, but certainly to make 
r presence there more agreeable, without injury to the canal or its 
aintenance and operation. 

Well, do you have anything further to volunteer ? 


CONSULTATIONS HELD WITH THE STATE DEPARTMENT 


Mr. Munro. One other statement should be in the record. I think 
the question was asked this morning as to whether the peop le on the 

inal Zone had consultation with the State Department during the 
rafting of the memorandum. 

We did meet with the State Department prior to it, discussed it 
n a one-way basis. They told us they had thought of this and 
thought of that, and asked our opinion. We gave our opinions and 

ice the treaty has been made public, we had 2 more meetings or pos- 
bly 3, with the State De :partment, trying to get interpretation of the 
road language used. We do not feel that we received satisfactory 

swers to the broad language. That is the reason why the American 
Federation of Labor was present here before your committee to get 
he whole thing spelled out, so there would be no misunderstanding 

anyone’s part. 

Senator Fuierient. Thank you very much. 

Mr. Riney. Mr. Chairman, may I offer one more observation ? 

Senator Futsricur. Yes, Mr. Riley. 


APPLICATION OF THE CIVIL SERVICE RETIREMENT ACT 


Mr. Ritey. On page 12, down at the bottom of the page, subsection 
(b), under the heading of “The Memorandum,” this gives an example 
of what I was pointing out a while ago: 


Legislation will be sought for uniform application of the Civil Service Retire- 
ment Act to all United States and Panamanian citizen employees of this Govern- 
ment in the Canal Zone. 

Now, the civil-service retirement system, every time we nt to get 
some new benefits under that system, we are tol | by certain loca es that 
it would throw the system out of actuarial balance; it would throw 
ae burdens on the system; it would constitute a drag on the 
resources of the system. 

Now, these folks, as I recall, will be entitled to an annuity after 
some 35 years of service w ithout even the spe adie of even one copper 
ent into the fund in the form of a deduction or premiums. 

Inasmuch as the State Department went to that length in the mem- 
orandum to mention that legislation would be sought, we think it is 
entirely fair that they bring in a sample draft of what they are going 
to seck. It is apparent they feel that they have to have legislation. 

I+ might be found out that they do not need to have legislation, 
because the language of the Civil Service Retirement Act is rather 
obscure in the beginning, and yet it says employees of the United 
States, but it does not necessarily say they have to be citizens of the 
United States. 

65608—55——11 
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Now, every dime that has ever been taken out of the civil-serv; 
fund in the form of annuities has been met by deductions from tf] 
payroll, from the checks, the employee pays. 

The United States Government is many hundreds of millions of 
dollars in arrears to its contributions to the fund. 

So any new obligation, any new burden, placed upon this syste: 
will be placed upon the employees’ shoulders directly, because, as ] 
say, eve s dime that has been taken out of there has been put in there 
by the e mploye e himself, although the original concept of the act was 
that the Federal Government was going to carry its part of the 
obligation. 

Yet, year after year, in recent years, particularly, we have to come 
up here with our hats in our hands to the Appropriations. Committee 
and beg them to put just a moderate amount, $200 million, $25: 
million, or whatever the amount is, relatively speaking, into the 
Appropriation Act for the Civil Service Commission and the admir 
istration of that act. 

Now, there have been times when they have skipped it. I believe 
last year or the year before was one. 

Now, every time they skip that that is a quarter of a billion dollars 
that does not go into the fund that belongs there and should, in the 
meantime, be drawing interest. 

So you can see we feel we have a pretty fair reason to be a little 
gun shy about this vague language about legislation that is going to 
be sought. 

We only think we are reasonable when we ask that they put it on 
the table there and let everybody examine it and see what kind of 
language they expect to have in there. 

Senator Fursrignt. That sounds like a reasonable request. You 
only want to know what they mean by that language. 

Mr. Rirxy. We think it is a reasonable position, Mr. Chairman. 

Senator Futsricut. I believe they said they were going to furnish 
us with some—— 

Mr. Ritey. If we can look at it, we will know what it is. 

Senator Fusrient. Legislation. Didn’t they say that the other 
day ¢ 

Mr. Freeman. That is right. 

Senator FuLsrie yf They would furnish us with it sometime in the 
very near future. I do not know whether they meant to cover ever\ 
possible point. (See page 60.) 

Mr. Rixtey. It will not be any time before we can comment on it 
before your committee, I do not imagine. If they bring it in after 
your hearings are over, that is to say. 

Senator Futsrient. Well, that I would not know. 

Mr. Rirey. I do not. know either. I am just wondering. I do not 
know about that. 

Well, those are the things which are in our mind, and we think they 
are rather well placed there. Thank you a great deal. 

Senator Futsrieut. Thank you, Mr. Riley. 
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WEDNESDAY, JULY 20, 1955 


Unrrep STates SENATE, 
CoMMITTEE ON ForEIGN RELATIONS, 
Washington, D.C. 

The committee met, pursuant to notice, at 10:35 a. m., in the Foreign 
Relations Committee room, United States Capitol Building, Senator 
J. William Fulbright, presiding. 

Present: Senators George (chairman), Fulbright, Mansfield, Bark- 
ley, Wiley, Smith (New Jersey), Hickenlooper, Langer, Aiken, and 
Capehart. 

Senator Futsricut. The committee will come to order. 

We will hear from the Assistant Secretary of State, Mr. Holland. 


STATEMENT OF HENRY F. HOLLAND, ASSISTANT SECRETARY OF 
STATE FOR INTER-AMERICAN AFFAIRS, ACCOMPANIED BY PAUL 
RUNNESTRAND, ASSISTANT SECRETARY AND ATTORNEY, THE 
PANAMA CANAL COMPANY 


Mr. Hotxann. I will try to make this brief. 

We have been through the record, Senator Fulbright, and have ex- 
tracted the points which have from time to time been raised by wit- 
nesses with respect to the proposed treaty, and on which we feel that 
a statement from me might be helpful to the committee; and, with 
your permission, I will take those points up item by item, and make a 
brief statement on each which, I hope, will clarify the point that was 
raised, 

(Discussion off the record.) 


SOVEREIGNTY IN THE CANAL ZONE 


Senator Futsrient. You may proceed. 

Mr. Hotzanp. The first point is with reference to sovereignty in the 
Canal Zone. 

We have been advised that the argument has been made during the 
hearings that the United States purchased the Canal Zone outright, 
and that we acquired sovereignty of the zone from Panama, and that 
accordingly the annuity agreed to be paid under the 1903 and 1936 
treaties, and by the pr oposed treaty, is a gratuity, not to be taken into 
consideration in determining the cost of the canal undertaking, and 
hence not to be charged to the business of running the canal. 

Opportunity is taken to point out the pertinent provisions of the 
1903 convention treating of the nature of the rights transferred to 
the United States, and those treating of the annuity. 
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Article III of the 1903 convention provides: 


The Republic of Panama grants to the United States all the rights, power, 
and authority within the zone mentioned and described in article II of this 
igreement, and within the limits of all auxiliary lands and waters mentioned 
and described in said article II, which the United States would possess and 
exercise if it were the sovereign of the territory within which said lands and 
waters are located to the entire exclusion of the exercise by the Republic of 
Panama of any of such sovereign rights, power, or authority. 

The language used is that the United States received all their rights, 
power, and authority within the zone which the United States would 
possess and exereise if it weret he sovereign. 


WILLIAM HOWARD TAFT STATEMENT ON 1903 CONVENTION 


William Howard Taft, in commenting upon the article quoted 
stated in the hearings before the Senate Committee on Oceanic Canals 
on April 18, 1906 as follows: 

It [that is, art. III] is peculiar in not conferring sovereignty directly upon 
the United States, but giving to the United States the powers which it would 
have if it were a sovereign. This gives rise to the obvious implication that a 
mere titular sovereignty is reserved to the Panamanian Government. 

[ continue to quote : 

The truth is that while we have all the attributes of sovereignty necessary in 
the construction, maintenance, and protection of the canal, the very form in 
which these attributes are conferred in the treaty seems to preserve the titular 
sovereignty over the Canal Zone in the Republic of Panama. 


COMPENSATION PROVISION OF 1903 CONVENTION 


Article XTV of the 1903 convention treating of the annuity states: 

As the price or compensation for the rights, powers, and privileges granted 
in this convention by the Republic of Panama to the United States, the Govern- 
ment of the United States agrees to pay to the Republic of Panama the sum of 
$10 million in gold coin of the United States on the exchange of ratification of 
this convention and also an annual payment during the life of this convention 
of $250,000 in like gold coin beginning 9 years after the date aforesaid. The 
provisions of this article shall be in addition to all other benefits assured to the 
Republic of Panama under this convention. 

Thus, the article specifically states that as the price and compensa- 
tion for the rights, powers, and privileges granted in this convention, 
the United States agreed to pay a lump sum and also an annual pay- 
ment in addition to all benefits, the overall benefits, assured to the 
Republic of Panama under this convention. 

\ccordingly, the two articles speak for themselves. Under article 
III the United States was granted— 
all the rights, power, and authority within the zone and auxiliary lands and 
waters which the United States would possess and exercise if it were the 
sovereign. 

And then by article XIV of the 1903 convention, the price or com- 
pensation for the rights and privileges granted is stated to be a lump 
sum and also an annual payment in a stated amount, in addition to 
the other benefits accruing to Panama under the convention. 

Thus, that statement, I hope, dispels any question as to whether 
we are the soverign in the Canal Zone, and dispels any question as 
to whether the annual payment is a part of the compensation paid 
for by us for the rights which we acquired. 
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INCREASE IN ANNUITY 


Senator Fu.sricut. It was not clear to me why this annual pay- 
ment has increased to such a great extent. The original annual 
payment was $250,000. First, we paid them $10 million. 

Mr. Hotianp. That is correct. 

Senator Futsricut. That was a lump sum. Then we gave them 
$250,000, and then $430,000. It was not cle: ar to me the other day, but 
it did not seem appropriate to aarene it then. However, I would 
like to know why you increased it a million and a half. This is in 
perpetuity, of course ? There - ho prospect that it will ever be 
reduced. 

Mr. Hotxianp. That is probably correct, as a practical matter. 

Senator Futsrient. What is the reason for it? 

Mr. Hotuanp. May I go off the record ? 

Senator Futsricur. Yes. | Deleted. | 

Mr. HoLuanp. We asserted, I asserted, in the course of the negot la- 
tions that the people of the United States would never agree to any 
amendment of the treaty or any increase in the annuity if the granting 
of the increase or the amendment of the tre aty could in any way 
lend weight to an assertion by the Panamanians of the legal 1 ‘ight to 
reopen the treaty and, as a result, the "y agreed to the inc lusion in the 
treaty of phraseology establishing two points: 

First, each party recognizes that—I believe this is in the preamble— 
each party recognizes that neither one has the right to alter any term 
of the treaty without the consent of the other, and each party recognizes 
that there 1s no obligation on either party to alter the amount of the 


annuity. I have said, and repeat now, that in my judgment that 
substantially clarifies the position of our country with respect to the 
Canal and is, in my judgment, a valid and valuable benefit that we 
derive from this proposed treaty. 


OPPOSITION TO THE TREATY 


Senator Barxtey. Mr. Chairman, I was not able to attend the other 
hearing, and I do not know who opposed this treaty and on what 
grounds. Ina word, can you tell me that? 

Mr. Hotzanp. Senator, I have with me here a series of brief state- 
ments which are addressed to each of the attacks on the treaty. 

Senator Barxtey. In your statement that you read, you did not 
state who was opposed to this treaty. 

Mr. Hotitanp. Who advanced the argument with respect to sover- 
eignty? Do you want me to identify the opponents with the points 
they raised, or simply enumerate them ? 

Senator Barker. If you could do it in a word; I do not want you 
to go into it in detail. 

Mr. Hotianp. I believe representatives of the shipping industry 
raised the question of sovereignty ; representatives of residents in the 
zone made certain criticism directed at what they thought were im- 
pairments of their present rights and privileges which would result if 
the treaty is ratified. 

I believe those were the 

Senator Barkiey. Americans, and not Panamanians, are objecting 
to it ¢ 
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Mr. Hotxianp. Yes, sir; Americans residing in the zone. 

Senator Fuisricut. Before you move on, could you answer the 
inquiry of the Senator from Wisconsin. Would you state the inquiry, 
Senator ? 


FINANCIAL STATUS OF THE PANAMA CANAL COMPANY 


Senator Wirry. I have an income statement for the year ending 
June 30, 1954, showing a net of $4,100,000; is that right ? 

Mr. Runnestranp. That is for 1954; the one just ended will be 
around $700,000 ; and it is expected to drop to $200,000 in 1956. 

May I say that the full data have been inserted in the record in 
connection with Mr. Roderick’s testimony the other day. 

Senator Futsrigur. What has been inserted ? 

Mr. RunNestrRAND. A statement on the fiscal results of operation on 
the Panama Canal, together with a description of the operation. (See 

», BS.) 

Mr. Hotxiann. Just for the record, identify yourself. 

Mr. Runnestranp. I am Paul Runnestrand, assistant secretary 
and attorney, Panama Canal Company. 

You are correct that for fiscal 1954, the net income, that is, the ex- 
cess of revenues over all costs, was $4.1 million; for fiscal 1955, al- 
though the financial statements have not finally been prepared, the 
net income is expected to be around $700,000; for fiscal 1956 it is esti 
mated at $200,000. 

Senator Wirry. Net? 

Mr. RUNNESTRAND. Yes. 

Senator Witey. Why all this difference? We have heard of the 
depreciated income. Why is that? 

Mr. Runnestrranp. The reduction in net income is attributed to 
increased costs which, in the last few years. have been offset to a 
large extent by the all-time record high in canal traffic. 

Labor costs and the cost of supplies have, of course, gone up for 
the canal operation, as everywhere else. 

Nevertheless, they have had a very successful operation in the last 
3 years because of extremely high traffic, the highest on record. 

The traffic currently is remaining at a high level for commercial 
vessels, but has dropped off very ‘sharply on Government vessels, 
so that our revenues are declining, with the costs increasing. 

Senator Wirry. In other words, if this treaty goes into effect, we are 
going to be in the red from $1 million to $1.200,000 a year. 

Mr. Runnestranv. That would probably be true this year if the 
burden of the additional million and a half were assigned to the 
Company. It would take congressional action to do that, however. 

Senator Witey. Well, it will either be paid by the Company or by 
the Treasury of the United States. 

Mr. RunNestranp. That is correct, sir. 


OPERATION COSTS 


Senator Wirry. In that connection, I think it would be very import- 
ant for us to find out about these figures, because in 1954, the figures 
show canal tolls of something like $33 million. 
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There is a credit for tolls on United States vessels of $3 million; 

hen sales of merchandise, $26 million, and sales of service, $20 million. 
W hen you look at the general corporation expenses, you see tremendous 
mounts like cost of commodities sold and transferred, $27 million, 
ind direct expenses, including cost transfers of $48 million. 

Now, are the books of the Canal Company constantly audited, 
ind by whom? 

Mr. RunNestraANnD. By the General Accounting Office, sir. 

Senator Witey. Of the United States Government ? 

Mr. RuNNESTRAND. Yes, sir. 

Senator WiteEy. In your opinion, are there any of these operating 
‘osts that could be reduced so that we do not find ourselves entering 
into a treaty which will cost us $1 million a year or more ¢ 

Mr. RuNNEsTRAND. Well, I can only say that the reduction in costs 
ind the improvement of operations through economies and efficiency 
is a continuing program and goal of the company. 

I am not prepared to say that there is anything left that they could 
automatically cut out which would make it a profit operation, if these 
extra costs were added. 

However, one remedy if you are losing money, is to increase your 
revenue, and one way of doing that would be to increase tolls which 
is what the shipping industry is interested in preventing. 

Senator Wier. Is what? 

Mr. Runnesrranp. The shipping industry appeared here in the 
nterests of preventing an increase in tolls which might result if the 
treaty put the Company into a minus operation. 


. 


THE CANAL ZONE GOVERNMENT 


Senator Witey. The net costs of the Canal Zone Government are 
$10 million. Just what does that item mean ? 

Mr. RunNEsTRAND. Perhaps it would be more orderly if I read a 
prepared statement on this which goes into that, and describes it 
or if you prefer, I will answer that direct question first. 

Senator Witey. Well, I think it might go into the record if you 
cannot say very briefly just what is included. 

Mr. RuNNEsTRAND. Well, I can. 

Senator Wirey. Is it the police force and the Governor’s office and 
the administrative office there that we are administering ? 

Mr. RUNNESTRAND. Yes, sir. 

Under the Panama Canal Company Act, the Panama Canal Com- 
pany is requiréd to recover out of its revenues all of its costs of 
operation, including depreciation, and in addition 2 or 3 fixed annual 
charges. 

One of them is interest on the Government’s investment. Another 
one is the $430,000 annuity to Panama, and the third one I have in mind 
is the net cost of operation of the Canal Zone Government. 


INTEREST CHARGES 


Senator Witey. When you figured the toll receipts for 1955 and 


1956, did you also figure payment to the Government on the interest 
charges? 
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Mr. Runnesrranp. To the United States Government; yes, sir. 

Senator Wixey. I notice that the interest payable is tentatively 
$8 million. 

Mr. Runnestrranp. That is correct, and there would be a corre 
sponding payment for fiscal 1955 and another for 1956. 

Under our statute we are required to pay the Treasury of the United 
States interest on the Government’s investment in the company. 

The interest base upon which we pay interest is around $367 million. 
The interest rate is fixed annually by the Secretary of the Treasury. 

It was 2.43 percent for fiscal 1955. The application of that per 
centage against the $367 million, which is what it is right now, results 
in this annual payment. It was $8 million-something for fiscal 1954. 

Concerning the Canal Zone Government costs—the Canal Zone Gov- 
ernment is a separate agency which is charged with the civil govern 
ment there. As you say, it involves the governor’s office, police, fire, 
schools, customs, immigration, hospitals, sanitation, and that type of 
strictly governmental function. 

It operates out of ap propri: ated funds, but annually the Panama 
Canal Company has as one of its statutory fixed charges to reimburse 
the Treasury for the entire net cost of the Government operation, net 
cost being the amount of the appropriations, less whatever revenues 
the Government agency has received through hospital receipts and 
fines and fees, and that sort of thing. 


SOVEREIGNTY IN THE CANAL ZONE 


Senator Witey. What attributes of severeignty are we not exer 
cising? It seems to me we have full sovereignty. 

Mr. Runnesrranp. That is correct, sir. 

We exercise all the rights, powers and authority of a sovereign 
there, to the entire exclusion of any exercise of sovereign r ighte by the 
Republic of Panama. 

Senator Witry. As I understood from you, Secretary Holland, 
there is nothing in this present treaty that would in the slightest de- 
sree depreciate all the attributes of sovereignty that we possess. 

Mr. Hottanp. That is true; and so true is it, that in the course of 
the negotiations the Panamanians advanced several small requests 
which, 1 by 1, had considerable appeal, but all of which we refused, 
because we did not want to leave 1 grain of evidence that could a 
hundred years hence be interpreted as implying any admission by 
the United States that we possess and exercise anything less than 
100 percent of the rights of sovereignty in this area. 

For example, they asked that ships transiting the canal, as a token 
of deference to Panama, fly the Panamanian flag as well as the 
United States flag. 

Now, it seemed, perhaps, a little unfriendly to say, “No,” but we 
said, “No,” because while the gentlemen representing Panama would 
never have any misunderstanding as to why that might be done, gen- 
erations coming after us might have some misunderstanding as to why 
that was done, and we felt we could not agree to do anything, nor 
would the Senate approve it if we were to agree to it, which could be 
construed a hundred years hence as receding one millimeter from the 
position that we possess and exercise all of the rights that we would 
have if we were the sovereign in that area. 
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Senator Barktey. You insisted, I suppose, that Panama not be 
recognized as having what used to be called an inchoate hereditament. 

Mr. Hotuanp. I do not recall our using that phrase. 

Senator Barkiey. Probably not. That is an old-fashioned one. 

Mr. Hotzianp. But it sounds like a good one. 


AMORTIZATION 


Senator Fu.sricur. May I pursue the matter of interest. Do you 
have any charge in your statement—in your operating expenses—for 
amortization of the original investment ¢ 

Mr. Runnestranp. No, sir; only for depreciation. 

Senator Futsrigut. What does the depreciation apply to; only the 
improvements ¢ 

Mr. RuNNEsTRAND. Only those capital accounts which are under 
general accounting principles are depreciable. That leaves a large 
capital investment of, I think, about $280 million of nondepreciable 
assets that are not amortized. 

There is pending legislation under consideration by the substantive 
committees of Congress as to whether or not amortization should be 
required. 


POSSIBLE INCREASE IN TOLLS 


Senator Funsricur. Under existing law, if this treaty goes into 
effect, will you be required to increase your tolls to take care of that 
extra million and a half? 

Mr. Runnestranp. If you assume that the Congress amends our 
charter so that that were a burden of the Company, then as to whether 
it would lead to an increase in tolls—and I can only point out that on 
our present fiscal data it would run it into a loss operation—whether 
or not tolls had to be increased to make up that loss would depend on 
other factors, such as whether economies were possible, whether traffic 
revenues increased to offset it. 

Tolls would not have to be increased automatically to cover any 
particular added costs. The Company, as a whole, is required to meet 
all its fiseal burdens. If traffic increases and revenues go up, then 
they can absorb to that extent added costs. 

However, on the figures presently available, the 1956 net income is 
estimated at only around $200,000. 

Senator Futsrientr. That is before making allowance for a mil- 
lion and a half increase ? 

Mr. Runnestranp. That is correct, sir. 

None of the figures I have stated have taken into account any addi- 
tional costs that might result from this treaty. 

Senator Futsricnt. Well, my question was asked with regard to 
existing law, assuming no other change had been made other than the 
acceptance of this treaty, and assuming the facts you admit; if you 
assume that, won’t you have to increase your tolls? 

Mr. Runnestranp. The Panama Canal Company has the statu- 
tory authority to change the tolls. They must do so by 6 months’ 
notice and a public hearing, after which the President must approve 
the proposed change, and his action is final in the matter. 

Senator Smiru. But that does not require congressional action ? 

Mr. Runnestranp. No, sir. 
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PROFITS OF CANAL OPERATION 


Senator Witry. What did you do with this surplus that you had in 
1954 of $4,160,000, and in previous good years. You must have had 
an accumulated surplus. 

Mr. Runnestrranp. That is right. 

They accumulate the necessary working capital and reserves, and 
any excess is refunded to the Treasury of the United States. In 
November 1954, a $10 million so-called dividend, which is a refund 
ment of capital, was paid into the United States Treasury. 

Senator Futsrientr. Is that credited to the capital account? 

Mr. RunNEsTRAND. Yes, sir. 

Senator Fursricur. It has been reduced then; that is an amorti 
zation. 

Mr. Runnestranp. That is correct. 

In 1954 the interest figure you read was on an interest-bearing base 
of $377 million. 

In November of 1954 the current fiscal year we paid $10 million into 
the Treasury as a capital refundment, and that reduced the net direct 
investment or the interest base to $367 million. 

Senator Fu.sricnt. That is what I meant a moment ago. You 
have reduced the capital but not on a regular mandatory basis; is that 
correct ¢ 

Mr. Runnesrranp. I am glad you corrected me on that; that 
correct. 

That is the first capital reftundment since 1951 when the reorganized 
corporate management took over. 


L 


Prior to that time you do not have comparable figures because it was 
entirely an appropriation fund operation, with all tolls being depos- 
ited as miscellaneous receipts, so there was not that kind of accounting. 


FINANCIAL HISTORY OF CANAL OPERATIONS 


Senator Fuisrient. Is there no information that we could see to 
show us just where we do stand on the canal since the beginning? 
In other words, how much has been returned to the Treasury above 
the operating expenses? I think it would be good for us to know that. 
If we are going to explain the treaty on the floor, we ought to have 
some definite information. 

Mr. RunNestrAND. I can give you some of that now, and supply the 
other, although I think most of it is covered in the statement we have 
supplied for the record. (See p.68.) The net cost of the construction 
of the canal was $380 million and, as of a year ago, the capital accounts 
showed the equity of the United States in the ¢ anal to be $462,797 ,000. 

I will be unable to explain in too much detail all these figures. It 
is a little out of my bailiwick, but I can give the figures to you. The 
net direct investment upon which we pay interest, “and that excludes 
certain defense facilities 

Senator Fu.srient. | wold first like to have the gross investment 
before deductions, and then tell us the deductions. What has been 
our gross capital investment? Is that $462 million? 

Senator Smirn. $380 million. 

Mr. Runnestranp. Well, the $380 million was only the original 
construction cost. 
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Senator Witey. Were there other increments resulting from income 
or was it appropriations from this Government that c ‘aused the amount 
to be increased ¢ 

Mr. Runnestranp. That would be largely appropriations because 
the entire operation was on an appropriation basis up until 1951. All 
operating expenses and capital accounts were appropriated, and toll 
revenues went into miscellaneous receipts. 

I do not believe the $462 million, which in the financial statements 
of the Company are stated as the “equity” of the United States, 
necessarily represents the grand total of all capital invested in the 
enterprise. I believe it is an adjusted figure. 

Senator Futsrieur. I would guess it is. But I think it is a matter 
that would be interesting to Congress and the country to survey our 
experience in the canal. It seems to me that ought to be av: ailable; 
and I personally think the canal ought to carry itself. 

Mr. RunNNEsTRAND. Well, sir, that will be a substantive issue before 
the Congress, because as the law now stands it requires congressional] 
action for that to be accomplished. 

Senator Futsricutr. Well, I understood it did not. I understood 
you have authority to increase the tolls without any additional leg- 
islation. 

Mr. Runnesrranp. Oh, yes; we have authority to increase the tolls. 
But the payment of the million and a half is not at the present time 
a statutory burden on our Company. 

Senator Futsrient. I see what you mean; I see. 

Mr. RuNNestTRAND. If you amend the law so it is part of the Com- 
pany’s burden then, of course, we have the authority to increase the 
tolls, if that is necessary to absorb it. 

Senator Fu.erigur. I was considering a reservation to the treaty. 

do not think we ought to burden the taxpayer with a matter as 
directly beneficial to the shipping interests as this is. 

Mr. Runnestranp. That, of course, is a substantive issue for the 
Congress. 

Senator Futsrieut. I can understand you are neutral. 


MERGER OF PANAMA RAILROAD COMPANY AND PANAMA CANAL COMPANY 


Senator Barkiey. Are the Panama Canal Company and the Pan- 
ama Railroad Company separate corporations? 

Mr. RUNNEsTRAND. The Panama Canal Company is a successor 
to the old Panama Railroad Company. The name has been changed 
to Panama Canal Company, and it has absorbed other functions. 

Sentor Barktey. All merged into one corporation 4 

Mr. Runnestranp. Exactly, except for the strictly governmental 
functions which are separate. 

Senator Barxury. I understand. The Government owns the stock 
in that company ? 

Mr. RUNNESTRAND. It owns the company entirely. There is 
actually no stock, but it is a wholly owned United States Government 
— ation ; yes, sir. 

enator Barkiey. The Railroad Company used to operate the ships 


that sailed between here and the Canal Zone. That is now under the 
Panama Canal Company / 
Mr. RuNNEsTRAND. That is correct, sir. 
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INTEREST RATES 


I may say, Senator Fulbright, that with reference to past operations 
because of the change of corporate management in 1951, comparative 
figures are rather difficult. They are not the same kind of financial 
statements. 

Prior to the extensive reorganization of the Panama Canal agency 
effective July 1, 1951, the canal was operated on an appropriation- 
fund basis, under usual governmental accounting principles without 
an interest requirement and without other specific fiscal provisions 
comparable to those prescribed by the statute in the 1951 reorgani- 
zation. 

However, applying the current fiscal criteria, the tentative compu- 
tation of overall operating results of the Panama Canal enterprise 
from its inception to July” 1, 1951, indicates that the enterprise ag a 
whole recovered during that period all costs and interest on the in- 
vestment at an average rate of 3 percent per annum. 

Senator Futsrient. And nothing about amortization of principal? 

Mr. Runnesrranp. That is correct. There has been no amortiza- 
tion, and there is none at the present time. 

Senator Furisricutr. Does that statement indicate all you have 
recovered? Or does it mean you recovered approximately all costs 
plus 3 percent ? 

Mr. Runnestrranp. It means approximately; it means approxi- 
mately that is what was recovered. 

Senator Futsricut. I see; that is what it means. [ Deleted. ] 

Mr. Runnestrranp. This statement that I just made to the effect 


that they made all costs plus 3 percent interest, is a computation on 
the basis that the same statutory fiscal requirements that apply right 
now to the new corporate management applied from the beginning; 
namely, that we had to pay the net cost of Canal Zone Government; 
we had to pay interest. 


TOLL CREDITS 


Here is another important fact : Since 1951 we have a credit for Gov- 
ernment vessels transiting the Canal. Prior to that time there was no 
such credit. Government vessels transited free, and the canal had no 
revenue from them. 

At the present time, although they do not have to pay in cash, the 
statute provides that the Company shall compute the tolls that they 
would have paid if they were required to, and treat them as revenues, 
as a credit on the books. 

Senator MansFrevbp. Mr. Chairman, may I ask a question there? 

Senator Futsrieur. Yes, sir. 

Senator Mansrietp. Along the lines you have just mentioned, am I 
to understand that United States Government ships pay no tolls going 
through the canal? 

Mr. Runnestranp, Not cash. 

Senator MansrreLD. But you charge them so much on your books? 

Mr. RunnestrRanD. That is correct, sir. 

Senator MANsFretp. Are there any other types of ships besides 
Navy ships belonging to the United States Government that go 
through the canal that are treated the same way ? 
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Mr. RuNNESTRAND. I think most of the Government vessels that 
would come in that category will be either vessels of war or defense- 
epers ated vessels, such as MSTS. 

Senator MANSFIELD. Yes. 

Mr. Runnesrranp. If there are any others, it is an infrequent 
transit by, Say, a Coast Guard vessel or something of that kind. 

Senator MANSFIELD. And there is no payment of tolls made by these 
vessels ? 

Mr. RuNNESTRAND. That is correct, sir. 

Senator Mansrretp. But you do put the amounts w hich they would 
ordinarily pay on your books, and thereby it becomes a transaction of 
sorts ¢ 

Mr. RUNNESTRAND. That is correct. 

At the end of the year when we are required to give an actual 
check to the Treasury for, say, $18 million covering our obligations 
for the Canal Zone Government and interest and the annuity—if the 
obligation is $18 million—and there has been $2 million worth of 
Government transits, we pay the difference. In other words, we treat 
it the same as revenue. 

On the books it is called a tolls credit. The statute provides that 
these Government vessels may be required by the ee of the 
United States to pay cash or not, and he has directed that they not 
pay cash for the time being, and the statute goes on to say that if that 
is the case then we take the credit. 

Senator Mansrievp. And that has been the policy ever since the 
building of the Canal ? 

Mr. RuNNESTRAND. Just since 1951, sir. 

Senator MANSFIELD. Just since 1951. 

Mr. Runnesrranp. Prior to that, the Government vessels transited 
free and there was no credit involved. Of course, the whole opera- 
tion was not on a corporate commercial type operation at that time. 

I have just been reminded that under the treaties the public vessels 
of the Republic of Colombia and the Republic of Panama go through 
free and there is no toll credit involved, but there is very little of such 
traffic. 


TOTAL AMOUNT OF TOLLS CREDITED TO UNITED STATES GOVERNMENT 


Senator Mansriecp. What is the total in tolls credited to United 
States Government vessels, Navy and Merchant Marine? I suppose 
we should include the ve of Panama and the Republic of Colombia. 

Mr. Runnestranp. I do not have figures on the public vessels of 
Panama and Colombia. They are insignific ant. I can furnish them 
for the record if you like. 

Senator Wixey. In 1954, it was $3,898,000. 

Mr. RunNERSTRAND. That is for United States Government vessels; 
is that not correct, Senator ¢ 

Senator Mansrietp. You have the total ? 

Mr. Runnestranp. I have the figures for fiscal year 1955. 

Senator Mansrretp. Could we have them ? 

Mr. Runnestranb. For the fiscal year just ended, our total tolls 
revenues, including the credits, were $35,136,000. Of this, $1.2 mil- 
lion represents toll credits for Government vessels as contr asted to the 
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$3.8 million figure that Senator Wiley just read, indicating the drop 
in Government vessel traffic that I spoke of earlier. 

$33.9 million were from commercial vessels. 

Senator Mansrietp. What is that last figure again ? 

Mr. RunwestrRanpD. $33.9 million from commercial; $1.2 millio; 
from Government vessels for a total of $35.1 million tolls and tol 
credits for fiscal year 1955. 

Senator Mansrrecp. That is in millions of dollars? 

Mr. Runnestranp. That is in millions of dollars; yes, sir. Tha 
is less than last year, fiscal 1954, principally because of the decline 
the Government traffic. 


INCREASING THE AMOUNT OF ANNUITY 


Senator Fu.tsricut. Mr. Holland, will you proceed with your othe: 
points ? 

Mr. Hotianp. Yes, sir. 

Moving away from the point we have been discussing, I see tw: 
problems: First, the question of whether, in the interest of the United 
States, it is desirable to increase the amount of the annuity. 

I have explained to the committee why it was that we felt it was 
desirable to propose the increase that we recommend here, and I might 
add that before telling the Panamanians that we would recommend a 
treaty containing that increase, I came down and conferred with the 
Latin American Subcommittee of this committee, and submitted 
them a proposal that we would like to make and they felt that it was 
justified. 


HOW TO PAY THE INCREASED ANNUITY 


The next problem is the question, a purely internal question, of how 
we will pay the increased annuity if this treaty is ratified by the Senate. 
and that is the question, of course, that we have gotten onto in the last 
few minutes. 

I told you last week when I was here that I would undertake by this 
time to bring to you the recommendation of the administration as to 
how that should be paid, recognizing that it is for the Congress to 
determine how it should be paid. 

I find that a very large number of departments and agencies of the 
Government are quite interested in this question. That includes 
Treasury, Defense, Bureau of the Budget, Civil Service, the Cana! 
Zone Government and they have all been actively discussing this thing. 
and are still in the process of their computations and calculations, and 
have not come up yet with their joint recommendation to the Congress 
as to what should be done about this domestic question of how the i: 
crease should be paid, if it is authorized. 

That leads me to make this specific recommendation to this com 
mittee: We urge, as I have heretofore, that the increase in the annuity 
be approved as being in the interest of our Government: that the De 
partment of State, in its supplemental appropriation bill, will request 
the ap propriation of money to meet the amount of the increased an 
nuity, just as we now pay the amount of the existing annuity, and that 
at the forthcoming Congress, this committee and the Senate take up 
the question posed by the gentleman who has just discussed this point 
as to how internally we will pay that amount of money, whether there 





THE PANAMA TREATY 171 


vill be a reimbursement to the Treasury by the Canal Company for 
he amount of the increase, or whether the Treasury will pay all or 
some portion of the increase. 
I feel and urge upon you that the approval of the treaty should not 
e held up pending the resolution of that domestic problem since it 
loes lie in the hands of the Congress, and could be handled by the next 
‘ongress, if necessary. [ Deleted. ] 


TREATY PROVISIONS REGARDING SANITARY MEASURES 


Are there further questions on the points we have been discussing ? 

Senator Funsricutr, Perhaps you should finish those points you 

ad, and then we will come back to questions. 

Mr. Hottanp. The next point that was raised in the course of testi- 
mony of witnesses, relates to the portions of the treaty regarding sani- 
tary measures. 

During the hearings, some concern has been expressed over article 
IV of the treaty, which would abrogate the existing treaty right of 
the United States to prescribe and enforce sanitary, that is, health 
regulations in the cities of Panama and Colon in the Republic of 
Panama. 

That sanitation authority involved applies to the two terminal cities 

i the Republic of Panama adjacent to the Canal Zone. It does not 
ipply to the rest of Panama nor does it in any way affect United States 
= ivy or other jurisdiction within the Canal Zone. 

‘anal Zone health authorities are satisfied that Panama is now 
onal to perform satisfactorily the health and sanitation respon- 
ibilities within her own two cities, lying outside the Canal Zone. 

As a matter of understandable national pride, Panama wants to 
take over this function in her two major cities, which are, of course, 
entirely within her sovereign jurisdiction and they have asked that we 
forego our treaty right to require the performance of sanitary func- 
tions within those cities according to methods laid down by ourselves. 

As a matter of fact, the United States Health Offices in those two 
cities, have already been closed in recognition of Panama’s ability to 
perform this function. 

Panama has assured us also that she will cooperate fully in all 
matters of health and sanitation of mutual interest to ourselves and to 
them in these two cities. 

Senator Barkiey. Who objected to that relinquishment ? 

Mr. Hotianp. Those were certain residents of the Canal Zone, were 
they not? 

Senator Funsrient. I think it was Mr. Dilweg, of the United 
States Citizens’ Association. 

Senator Witey. What did the original treaty provide? 

Mr. Hotxzanp. The original treaty provided that the United States 
has the right to prescribe and enforce sanitary regulations in the cities 
of Panama and Colon, which are cities lying outside the Zone. 

We recognize that Panama is now capable of performing these 
functions. 

We have closed our health offices in two cities because we recognize 
that Panama is capable of performing these functions. 

Senator Hicken Looper. You said capable. 


Is Panama performing 
them ? 
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Mr. Hotxianp. Yes, and it is understandable that the Panamanians 
should ask us, as a matter of national pride, to abrogate our right t 
prescribe and enforce sanitary regulations in their two principal cities, 


PANAMA’S ABILITY TO PERFORM THE NECESSARY SANITARY FUNCTIONS 


Senator Smrirn. Mr. Holland, the other day, Mr. Dilweg who was 
representing the people there, seemed to imply that the Panamanians 
simply would not do it. They are going to be in great difficulty over 
the whole sanitary situation. 

Mr. Hortanp. Would you comment from the point of view of a per 
son who lives there ¢ 

Mr. Runnestranpb. That is an understandable concern, of course, 
for the residents of the Canal Zone who are used to the standards 
in the Canal Zone. The terminal cities are adjacent and so close that 
any impairment of the health or sanitation there might affect the 
Canal Zone, which is just across the street, so to speak. 

All I can say on that is that Panama has grown in the last 30 years, 
and has developed her own scientists and doctors and public health 
authorities to the point where our Canal Zone health people are satis- 
fied that Panama is competent to take over that function. 

Senator Smiru. I recall when the canal was first begun, the big prob- 
lem we had before Gorgas went down there and cleaned up the malaria 
in the canal, and if it sort of slipped back without the care we took 
then to eliminate the mosquito, it would be really a dangerous and very 
import: unt point. 

So I want to be sure in approving this, in turning over all the sani- 
tation, that we are absolutely convinced there is no danger of the recur- 
rence of those diseases which made it almost impossible to build the 
canal in the first place. 

Mr. Hotianp. Senator, we are satisfied—I say, “we,” the Depart- 
ment of State and the Canal Zone Government—that Panama is ec: apa- 
ble and, perhaps, the best evidence of that is the fact that we have 
closed our health offices in the two cities. 

They are now performing these functions and have demonstrated 
in the best possible way by performance, that they are capable of 
doing it. 

Senator Smrrn. You are aware of the importance of the subject? 

Mr. Hottanp. We do not underestimate it a bit. 

Senator Smirn. Yes. 

Senator Barkiey. Has the treaty got anything in it transferring 
this obligation to the Republic of Panama in view of our relinquish- 
ment of it? 

Mr. Hotianp. The nature of the original provision, Senator, per- 
haps, will answer your question. It did not say that we had the re- 
sponsibility. It said that we had the right to prescribe and enforce 
upon them sanitary regulations in their cities. They have always 
had the responsibility for doing it. 

Senator Barkiey. Have we ever done it ? 

Mr. Hontanp. In the early years—as the witness has testified, 
Panama has come a long way in the past 30 years—in the e arly years, 
we did. In recent times, it has been unnecessary, so unnec essary that 
we have closed our offices which were established to exercise this Tight. 
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Senator Barkiey. You did not think it necessary to write it out 
n the treatry that Panama was to do this? 

Mr. Hotianp. No, sir: because that is one of the sovereign func 
tions and rights that they exercise in their territory within their 
jurisdiction, 


PROPE 8TIES AND FACILITIES TO BE AFFECTED BY NEW AGREEMENTS 


Senator Futsrieut. Do you have that list of the properties we are 
giving them and the reasons why 4 

Mr. Hotianp. That was sent down to the committee yesterday or 
the day before, Senator, and I have it here before me. Do you want 
me to discuss it with you in any way ? 

Senator Funsricut. I particularly would like to do that, because 
[ think there were some misstatements by other witnesses relative to 
these matters. (See p. 57.) 


CANAL ZONE GOVERNMENT RESPONSIBLE FOR SANITATION MEASURES 


Senator Lancer. Mr. Chairman, could I ask one question ? 

Has the Public Health Service of the United States had charge of 
the sanitation down there ? 

Mr. RunNeEstRAND. No, sir; it is the Canal Zone Government. 

Senator Lancer. Has the Public Health Department of the United 
States Government been down there and done anything at all? 

Mr. Runnesrranp. No, sir; except they assign an officer to the 
Governor of the Canal Zone to assist in quarantine matters. 

Mr. Houuanp. It has been a vicarious connection. They furnished 
some people but it is the Canal Zone Government that has held this 
responsibility over the years. 


PANAMANIAN ECONOMY 


Senator Arken. Mr. Chairman, may I ask, will the Republic of 
Panama have the income enough to maintain its Government, its 
utilities, and other things necessary to a well ordered Government? 

Mr. Hotianp. Yes, Senator, they do; and they have been 

Senator Aiken. Where do they get it? 

Mr. Hotianp. From the various sources of revenue of their Gov- 
ernment, including taxation, customs, income. 

Senator Arken. Profit on local trade? 

Mr. Hortianp. The taxation that the Republic—— 

Senator Arken. Do they have any exports of any kind? 

Mr. Hotianp. Panama, the economy of Panama, does include sub- 
stantial exports, of course. The Government of Panama derives in- 
come from exports and imports in terms of customs and taxation, 
They export substantial quantities of bananas; they export abaca 
fiber. 

Senator ArKen. I see. 

Mr. Hotianp. They have other less important exports—yes, some 
sugar, some meat, shrimp, cacao. 

65608—55——12 
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TRANSFER OF PROPERTY 


Senator, might I read a statement that will clear up some questions 
as to the location of these properties whose transfer 1s proposed, that 
being one of the points raised in connection with those properties? 

Senator Futsricur. Yes. I was just looking at this list. You go 
ahead. 

Mr. Horiianp. The lands involved in proposed transfer to Panama 
are enumerated in article V of the new treaty, and in item No. 2, of 
the memorandum of understandings reached. 

All of the areas involved are situated in the Republic of Panama 
and not in the Canal Zone, except two. 

Paitilla Point, a military reservation of about 125 acres is a part 
of the Canal Zone but is not contiguous to the Canal Zone prope 
It is located on the Pacific shore a few miles east of the zone. 

Senator ArkeN. May I ask what is the respective area of the Canal 
Zone and the Re :public of Panama / 

Mr. Hotianp. In terms of square miles? 

Senator ArKEeN. Yes. 

Mr. Hotianp. I cannot tell you but T can get it for you. 

Mr. Runnestranp. The Canal Zone is about 550 square miles, but I 
do not know Panama, 

Mr. Hotianp. I am advised that Panama is 32,000 square miles. | 
have said that the properties which it is proposed to transfer to 
Panama are all situated in the Republic of Panama and not in the 
zone with the exception of 2 and I have described 1 of the 2. 

The other of the two is Battery Morgan. It is a small abandoned 
battery site, containing about 0.09 of an acre and it is situated on the 
shore of Limon Bay on the Atlantic side of the Isthmus. It is in the 
Canal Zone but it is a part of the land area that otherwise comprises 
the city of Colon in the Republic of Panama. 

The major areas of de Lesseps, Colon Beach, and New Cristobal, 
which are the subject of item 2 (c) of the memorandum of understand 
ings reached, contain about 130 acres and comprise a substantial por 
tion of Colon, the city of Colon, which is the second largest city in the 
Republic of Panama. 

These areas include the Washington Hotel, the Colon Hospital, the 
Cristobal High School, and a large number of family quarters. Also 
in Colon are the Panama railroad station and adjacent shore areas 
(about 6 acres) and a lot reserved for consulate purposes. 

On the Pacific side the lands which it is proposed to transfer in 
clude the Panama railroad station and yard in the city of Panama, 
embracing about 15 acres; two other commercial tracts in that city, 
known as the J. N, Vialette and Huerta de San Doval tracts (about 
t acres): and a 4-acre tract on the island of Taboga in Panama Bay, 
formerly the site of the Aspinwall Hotel; and 2 military reservations 

(about 30 acres) also on Taboga Island. 

Thus, in summary, those are the tracts which it is proposed to 
transfer to Panama. They are all outside of the zone, with the excep 
tion of the two that I have identified, and whose location I have 
described to you. 
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FAIR MARKET AND BOOK VALUE OF LAND TO BE TRANSFERRED 


Senator Lancer. What is all that property worth ? 

Senator Fu.tsricur. The estimated fair market value, according to 
the statement submitted, is about $25 million. 

Mr. Hotianp. That is correct. The estimated fair market value 
s estimated at $24,300,000, and the net book value is $4,400,000. 

Senator HickenLoorrr. How do you get that difference? I mean, 
vhat is the difference between the book value and estimated value? 

Senator Futsricut. We did not pay for this land. I think you 

should give us a little history. You might wh that $10 million we 
paid as a downpayment w ould have included, I suppose, our rights 
to this land, would it not ? 

Mr. Hotitann. We acquired certain of this land from private owners. 

\nd for the rights and everything that we acquired from the Republic 
of Panama, we paid the $10 million and agreed to pay the annuity. 

Senator Futrricut. That is right. 

What I meant is that the book value does not specify anything for 
the land. That was a general payment that is not included in the 
book value. It is what we actually paid in the construction of the 
hotel, I suppose. Wouldn't that be the book value, and its de prec lated 
value? . 

Mr. Hotitanp. The book value is the original cost less depreciation. 

Senator Futrricur. Yes: but it does not include specific amounts 
for the lands? 

Mr. Hotianp. I had better refer it to the Canal Zone representative. 

Mr. RUNNESTRAND. In general, that is so. 

Senator Futsrient. That explains the discrepancy ? 

Mr. Runnesrranp. I believe that is correct. 

Senator Futnricur. The Hotel Washington book value is $215,932, 
whereas the fair market vaiue is $1,450,000. 


THE TREATY AS A UNTI! 


The only thing I do not understand is why you included a purely 
‘ommercial venture such as a hotel as distinguished from an aban- 
doned battery site or a piece ‘of land which probably would be con- 
sidered public land, if we relinquish it. 

Mr. Hotianp. We operated on this approach: First, we view, and 
urge that you view, the treaty as a package. We gave up certain 
things or paid certain things, and we received some benefits, and it 
is unrealistic to anyone who went through the 9 months, or whatever 
t was, of negotiations on this thing to feel that any particular item 
can be extracted from the package proposal that we finally came out 
with. . 

We have to view it as a unit, the whole treaty and the whole trade. 
Of course, that is obvious. 

We have generally felt that where properties lay outside the Zone 
and were neither used nor useful in operating the Panama Canal, that 
there was reason to cede those back to Panama as a part of the package 
proposal that we worked out, and which is reflected in this treaty. 

Maybe the representative of the Canal Government wants to speak 
on this because I know that he knows a lot more about this aspect of 
it than I do. 
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DESCRIPTION OF PROPERTY TO BE TRANSFERRED 


Mr. Runnesrranp. I should say something about this property in 
Colon, which is one of the major items—Colon Beach, de Lesseps, and 
New Cristobal. The Washington Hotel there is not a ’profitable entel 
prise, but it is in operation because of the need for a hotel on that 
side of the Isthmus. 

And there are other properties in that area which we are using, 
that is to say, the Cristobal High School, some quarters, and Colon 
Hospital. Except for restricted uses, such as for a clinic, the hospital, 
however, has been closed because the Canal Zone Government has 
taken over the Navy hospital in the zone in place of it. 

The Cristobal High School is a substantial property which is 
currently being used, and is the high school on the Atlantic side 
of the isthmus that serves the Canal Zone. 

Also we have a substantial number of housing units which are oc- 
cupied in that area. 

Senator Funsricutr, Occupied by whom ? 

Mr. Runnesrranpb. By Panama Canal Company and Canal Zone 
Government employees. 

This area we are speaking of, although not in the Canal Zone and 
under the sovereign jurisdiction of Panama, is in other respects 
almost integrated into the zone; that is, we are the only ones in 
there; as in the zone, there are no other private individuals living 
there, and no private enterprises. 

So we do have employees living there, and we do have a school 
there, and we do have a discontinued hospital plant, a small part of 
which is used, and we do have the hotel which is not profitable. And 
some of these facilities will require replacement in the Canal Zone. 

in summary, there are properties there we are currently using and 
will have to, in part, replace in the Canal Zone. In addition, the 
Panama Railroad terminal properties are, of course, still in use. 


THE BALBOA BRIDGE 


Senator Futrricur. One of the witnesses said you were com- 
mitted to build a bridge at a cost of $20 million. 

Mr. Hotuanp. Yes, sir. In 1942 this Government entered into an 
agreement with Panama that we would build either a bridge or a 
tunnel, and we feel that is an obligation of the United States Govern- 
ment that should be fulfilled. 


THE TREATY TO IMPROVE UNITED STATES-PANAMANIAN RELATIONS 


Senator Lancer. Mr. Secretary, what is this one-package deal that 
you have just described? What do we get and what do they get? 

Mr. Hottanp. We end—this is an illustration of what Senator Bark- 
ley would call an inchoate hereditament, or an incorporeal heredita- 
ment, 

Senator Barker. Incorporeal hereditament, that is right. 

Mr. Hotianp. Senator, we end the period of inc reasingly strained 
relations with Panama. For years, as many of you gentlemen are 
aware, the complaints, the criticisms from Panama asserting that we 
have not permitted them to participate to a greater degree in the 
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economic and commercial opportunities afforded by the presence of 
the canal. 

That has created increasing problems for us; it has complicated 
our operation of the canal; it has created problems for us with other 
countries. 

Senator Lancer. So we are getting goodwill for transferring this 
property. Is that the idea? 

Mr. Hotianp. I do not like to say goodwill, because I do not believe 
that goodwill is a purchasable thing in international relations. 

Weare getting a workable relationship with Panama in which they 
recognize that their unsatisfied aspirations have been considered and 
have been solved to their satisfaction and ours; that is the big benefit. 

Senator Hicken.Loorer. Do you feel this puts us in a position 
where our morals and our conscience will be served ? 

Mr. Hotianp. Senator, I think so. [ Deleted. | 

Senator HickEeN.Looper. Mr. Chairman, for the sake of the record, 
I do not mean to say that I advocate the theory that we have been 
immoral in our conduct with the Panamanians. I have some views 
on that. I think that probably they would indicate that we have 
been generous with them. 

Mr. Hotianp. On that point I said the other day, and I said it with 
sincerity and I repeat it now, I think that our Government in its 
relations with Panama, in its dealings with Panama, has uniformly 
showed a kind of generosity, a kind of understanding of their prob- 
lems, their aspirations, of which we can be very justly proud. 

I believe that the terms of this treaty are entirely consistent with 
what has long been a very fine policy on the part of this Government 
toward Panama. 


DURATION OF THE TREATY 


Senator Arken. Mr. Chairman, may I ask, under what conditions 
could this treaty be reopened? How long will it run if it is not 
reopened ? 

Mr. Hotxanp. It is in perpetuity, it is perpetual. 

Senator ArkeN. Perpetual ? 

Mr. Hotianp. Yes. 

Senator Arken. There are conditions under which it could be re- 
opened, however, by mutual consent ? 

Mr. Hotitanp. Only by the consent of the two parties. We spelled 
this out in the treaty at this time, and I hope we have laid to rest the 
argument that I referred to. 

Senator Arken. This treaty was written by mutual consent of the 
two parties then? 

Mr. Hotianp. That is correct; yes, sir. [ Deleted.] 

Senator Fursricut. What percentage of the traffic through the 
Canal is United States citizens or shippers ? 
Mr. RuNNESTRAND. I can give that to you. 
Senator Futsricur. You look it up. (See p. 194.) 


TRANSISTHMIAN HIGHWAY 


Do you have any further points, Mr. Holland? 
Mr. Hoxtxanp. Senator, I have several others. To conserve the 
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time of you gentlemen I can very briefly summarize them and the: 
put statements in the record. 

Senator Futsricut. Yes, please. I wish you would. 

Mr. Hoitzanp. The question has been raised here as to the right 
acquired by the United States, one of our benefits, to construct « 
trans-Isthmian highway and restrict traffic on that highway, whether 
that right acquired now is part of an obligation to discontinue the 
operation of the railroad. That is not the case. The United States 
assumes no obligation in this treaty to discontinue the existing rail 
road. We simply acquire the right in the event that we construct 
this trans-Isthmian highway entirely within the zone, to restrict 
traffic on that highway, and that is very desirable because if we build 
a good highway, good and new highway, across the isthmus withi 
the zone, it could become glutted with truck traffic, which would not 
be desirable. 

SERVICES TO SHIPS 


Next there is a question which has been raised to whether om 
withdrawal from certain services to ships will prejudice United 
States or international shipping transiting the canal. 

We feel that it will not. We have stated, and the treaty contem 
plates that we will continue to supply fuel and lubricants to ships 
transiting the canal zone, but that we will not continue to suppl; 
other types of service, and that conclusion was reached because it 
was felt that under existing conditions ships are not dependent upon 
the canal for the other kind of services. They are there; but if they 
are dissatisfied with either the price or the nature, why, there are othe: 
adequate sources for that kind of service. 


PRIVATE ENTERPRISES 


A question has been raised as to whether our assertion that we will 
withdraw as a Government from certain private enterprises, like the 
laundry, cleaning; and pressing, making soft drinks, will prejudice 
United States residents by leaving them without adequate sources for 
those produc ts and services. 

We assert that that danger does not exist. The treaty provides that 
the United States will withdraw from these purely private enterprises 
in which we have been engaged only if we are satisfied that those serv- 
ices or goods are available from Panamanian suppliers at a reasonable 
price, on satisfactory assurances of continuity of service, and of good 
quality. 

Senator Futsricnt. Is this in or without the zone, or both? 

Mr. Hotianp. Within the zone we conduct certain business opera- 
tions from which we propose to withdraw under certain circumstances. 

Senator Futsrient. I see. 

Mr. Hotzianp. When and if we are thoroughly satisfied that those 
services and those goods will be furnished, of good quality and of 
reasonable price by the Panamanians. 

Senator Futsrient. Don’t we retain the right to license whoever 
does this within the zone? 

Mr. Hotiannp. Would you answer that one? 
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Mr. Runnestranp. I think that is a point that needs clarification. 
It is not contemplated that these facilities that we are talking about 
will continue in the zone under anybody’s operation, if their present 
Government operation is discontinued. 

There are no private enterprises involved in any of these activities 
in the eanal zone. They are all Government-operated. 

If they are discontinued following this determination, they will not 
be operated in the zone by Pan: imanians or anyone else. They will be 
discontinued, and then the services or the goods will be obtained from 
sources outside the zone, either Panama or the United States or else- 
where. 

Senator Witey. That is clear, is it? Either Panama or the United 
States? You do not give them a monopoly 4 

Mr. Runnestranp. No monopoly other than exists in the geographi- 
cal fact that if, for example, it is a dry-cleaning service, they are the 
only ones there. 

Senator Witty. That is not what I am talking about. I am talking 
about goods. 

Mr. Runnestranp. That is true. There is no requirement that we 
buy in Panama as distinguished from the United States; that is 
correct. 

Senator Futsrieut. But if a Panamanian is to make ice cream or 
conduct a cleaning plant within the zone, you have the right under our 
authority there to either deny him that right or permit him; do you 
not ¢ 


Mr. Hotianp. That is right. 
AMENDING THE TREATY OF 1936 


Mr. Runnestrranp. That is true, but the existing treaties with 
Panama prohibit the establishment of private enterprises in the zone 
proper, so there would not be a Panamanian businessman in the zone 
to operate the ice cream plant. 

Senator Futsricut. You mean this treaty ? 

Mr. Runnestranp. No, the existing 1936 treaty. 

Senator Futsricut. Which this does not change. 

Mr. Hotxianp. That is right. 

Senator Fursricur. Doesn’t this supercede the 1936 treaty in all 
respects ? 

Mr. Hotuanp. No, sir. You see, we have got the 1903 treaty 
which, in certain respects, was amended or added to in 1936. 

Senator Futsricur. This is merely an amendment of that treaty ? 

Mr. Hotianp. That is in addition to the 1903 and the 1936 treaties. 


EXTENDING THE CIVIL SERVICE RETIREMENT ACT TO PANAMANIAN 
EMPLOYEES 


The next point is one that I can eliminate briefly. 

The question has been raised as to the implications of extending the 
Civil Service Retirement Act to Panamanian employees. 

It has been urged that such an extension of the Retirement Act 
would constitute a burden on the reserves of the retirement fund, and 


set a precedent with regard to the inclusion of alien employees of the 


Government. P 





180 THE PANAMA TREATY 


The fact is that the amendment of January 24, 1942, to the Civil 
Service Retirement Act extended the coverage of that act to include 
all officers and employees of the United States not subject to some 
other retirement system. 

Therefore, at this time because of the amendment of 1942 to that 
act, it applies to all employees of the United States in the Canal Zone 
who are not subject to some other system, and that includes a great 
many employees in the zone. 

Senator Futsricut. That means noncitizens ? 

Mr. Hotianp. That is correct; aliens or otherwise. 

Senator Fursrient. Does it apply to aliens employed in other 
countries, too ¢ 

Mr. Runnestranp. That is true. 

Senator Fursrient. You mean the alien employees in our Embassy 
in Rome come under this? 

Mr. RUNNESTRAND. Yes, sir. 

Senator Futsrient. I did not know that. 

Mr. Hotianp. Now, the memorandum of agreement that we have 
signed would extend the Civil Service Retirement Act to certain of 
our employees who are not now subject to that act because they are 
subject to the Cash Relief Act of 1937, which has been classified as 
another retirement system, and so those foreign employees who are 
now subject to the Cash Relief Act of 1937 and have not, therefore, 
been eligible under the Civil Service Retirement Act, would now fall 
into the same category as all of our foreign employees not subject to 
the Cash Relief Act. 

Senator Futsricutr. Have you calculated how much of an increase 
in cost this would be? 

Mr. Hotianp. What it would cost to do that? Have you got the 
figures on that? 

Mr. Runnesrranp. Yes, sir. The tentative estimates are about $1 
million. 

Senator Futsricut. For a year? 

Mr. Hotianp. Yes. 

Mr. Runnestranp. To the Panama Canal Company and Zone Gov- 
ernment; that is for the first year of operation. 

For reasons which I do not know that you will want me to go into, 
that figure will probably diminish as time goes on, but the first year 
or two of oper ation it will be a cost of an additional $1 million to 
the Panama Canal Company and the Canal Zone Government. That 
is because we have to continue the old cash relief plan for those already 
retired, so that we carry these rolls and in addition we pay in so much 
to the civil-service retirement system on a payroll percentage basis. 

Mr. Hortianp. The Cash Relief Act program is noncontributory, 
and its benefits are substantially inferior to those afforded by the 
Retirement Act, and it is our feeling that by affording uniform cov- 
erage to all of our employees under the Retirement “Act, including 
those alien employees who have heretofore not had the benefit of the 
act, we will be serving the interests of the United States Government. 


CLARIFICATION OF SINGLE WAGE SYSTEM 


Senator FursrieHr. You had better say something about wages; 
that is one of the big objections of the labor representatives. 
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Mr. Hotianp. That is my last point, and I believe it would be best, 
this being the last one, if I read you a statement here, because it spells 
out what I want to say rather clearly. 

During the course of the hearings, employee representatives have 
asked clarification of the undertaking in item 1 of the memorandum 
of understandings reached. 

Subject to authorizing legislation, item 1 of the memorandum 
would obligate Federal agencies in the Canal Zone to maintain a wage 
system under which the basic wage for employees occupying ident ical 
positions would be the same regardless of citizenship, except that 
United States citizens may continue to be paid an overseas pay dif- 
ferential and allowances or fringe benefits which apply to them be- 
cause of their overseas location as contrasted to alien residents of the 
area. 

Senator Winey. How much is that going to cost your company a 
year ¢ 
~ Mr, RunnestRanp. We do not contemplate that that will cost any 
thing, sir. 

Senator Witry. Why ? 

Mr. RuNNEsTRAND. Well, because, as a matter of fact, it is sub- 
stantially the same as the practice right now. It is a different form 
of the same principle we apply now of paying United States rates 
to those we have to get from the States, and Panama wages to those 
we get from Panama. So far as concerns the Panama Canal Company 
and the Canal Zone Government, the principal employers there, it 
is presently estimated that the net financial effect for the United 
States will be zero. 


HARDSHIP DIFFERENTIAL 


Senator Arken. Mr. Chairman, may I ask a question? Why do 
Canal Zone employees get the 25-percent additional hardship allow- 
ance? Is Panama a bad place to live? I can see why in Vietnam, 
Laos, and those countries the employees would expect hardship allow- 
ance. Are living conditions in Panama still hard ¢ 

Mr. Runnestranp. Yes, sir; it is considered an overseas location 
which warrants that type of differential for a variety of reasons. In- 
cidentally, back in the old construction days when it was really bad, 
the differential was up to 40, 50 percent. 

Senator Arken. Yes. 

Mr. RuNNEsTRAND. It is now 25 percent maximum. 

It is a tropical climate, as you know. It is hot and humid the year 
around. It is 9° north of the Equator; it is isolated from the United 
States, and so in recruiting people they have to leave their homes in 
the States and go down and divorce themselves from their ties here: 
added expenses accrue in sending children back to the States for school 
and that sort of thing. It has always been regarded as a necessary 
incentive to get and keep competent employees in that area. 

Senator Arken. It is largely the uncomfortable climate then ? 

Mr. Runnestranp. That is part of it. 

Senator Aiken. And the lack of things which might be available in 
the States or in Western Europe ? 

Mr. RunNesrrRAND. Yes, sir. 
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Senator BarkLey. Temporarily the prospect of going to the Panama 
Canal Zone is somewhat alluring, but long residence there is not un- 
mixed blessing, by any means. 

Mr. Hotianp. That is correct. 


WAGE BASED ON AREAS OF RECRUITMENT 


In applying this so-called single wage system under the proposed 
commitment, it is intended to continue the long-established policy of 
fixing the pay of particular occupational categories on the basis of the 
prevailing rates of pay in the basic area of recruitment. 

Under the proposed wage plan which is still under study various 
occupational groups and subgroups would be established in accord- 
ance with customary personnel techniques. 

Those categories for which employees must be recruited from the 
continental United States will continue to be paid at the rates paid 
for comparable employment in the United States, and the occupa 
tional categories filled by recruitment in Panama, on the Isthmus, 
will continue to be paid at rates based on the local prevailing rates 
for comparable employment in Panama. 

Is that clear to you, Senator? 

The CHarrMAn. Yes; I understand it. 

Mr. Hotxtanpn. For a long time we have been following the policy, 
= Company has been following the policy, when it hires a man for 

job it pays, whether he is a Panamanian or an American citizen, it 
mee s the rate that prevails in the area of recruitment for that job. 


INCREASED RECRUITMENT FROM PANAMA 


That means that as the Panamanians become more qualified to per 
form work for the Company, the area of recruitment for more jobs 
becomes Panama, and the wage that is paid is the wage that prevails 
in that area of recruitment; and regardless of this treaty, for a long 
time the trend has-been to put more and more jobs, to assign to more 
and more jobs, the wage rate that prevails in the Panama recruitment 
area, and not the wage rate that prevails far away in the United 
States. 

I submit to you that that is wholesome, that it is economical from 
the point of view of the United States, and that it would be unrealis- 
tic for us to assign to a job a wage rate which that job would com- 
mand in the United States when we know that it and all like it are 
going to be filled by persons recruited in Panama. 


APPLICATION OF SINGLE WAGE SYSTEM 


Senator Hickenioorer. In other words, if the going rate for a 
stenographer or a bookkeeper in Panama is $100 a month, to take an 
arbitrary figure, the going rate in the United States for recruitment 
for a stenographer is $300 a month, and you have to recruit stenog- 
raphers or bookkeepers from the United States because they are not 
available in Panama, you would pay them $300 a month. 

Those hired from Panama, if the going rate in Panama for that 
same service is $100 a month, you pay $100? 
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Mr. Hoittanp. No; you pay $300. Assume that a bookkeeper is a 
ob which we genet rally fill with recruitments from the United States, 
and that a bookkeeper in the United States earns $300 and a book- 
keeper in Panama earns $100. Then that job, whether filled by a Pan- 
amanian or an American, would draw $300. 

Senator Hicken Looper. I did not so understand it. 

Mr. Hotianp. Yes, sir. 

Senator Arken. Suppose you recruit half of them in New York 
City and half of them in Panama; what do you do then ? 

Mr. Hottanp. Well, it is determined by the decision of the Com- 
pany as to the basic area of recruitment for each job. 

Now, shifting, assume that we are talking about— 

Senator HickrNLoorer. Suppose you can get a hundred stenog- 
raphers in Panama, and that is all. 

Mr. Hoitianp. Yes. 

Senator HickENLoorer. You cannot get any more than a hundred. 
But you need 300 stenographers, and you have to get 200 from the 
('™nited States. 

Mr. Hoxtanp. That is right. 

Senator HickreNLoorrr. You are not going to get a United States 
stenographer to go down there for the Panama rate. 

Mr. Hotxianp. That is right. 

Senator Hicken Loorer. Are you going to take a Panama stenog- 
rapher who can only get $100 in Panama and take her over into the 
Canal Zone and pay her $300 a month ? 

Mr. Hotitanp. Yes; for this reason, Senator, and I think, perhaps, 


you will agree with me: It would be manifestly an and inequitable 
to have 2 stenographers working side by side, 1 making $300 and 1 
naking $100, and doing identic -al work. 

Senator HickeNLoorer. I understand that argument. 

Mr. Hotianp. And that is what lies behind the system that has long 
prevailed or has long been followed by the Company. 


SHIFTING TO LOCAL RECRUITMENT AREA 


Let me state the reverse of it. Take the case of the truck driver 
that, I believe, was raised aes ‘with you gentlemen. It used to be 
that truckdrivers had to be recruited from the United States and, 
therefore, truckdrivers, whether Panamanian citizens or United 
States citizens, were paid that salary customarily paid to truckdrivers 
in the United States. 

Panama progresses. The principal area of recruitment for truck- 
drivers becomes Panama. There is no longer any need to import 
truckdrivers from the United States. 

Therefore, I can see very practically the Company says, “From now 
on we are going to recruit our truckdrivers in Panama and, therefore, 
we are going to pay the going rate for truckdrivers in Panama and not 
go out and hire a Panamanian truckdriver and pay him what he could 
have earned had he been employed in New York :” 

And over the years slowly, as the local recruitment area becomes 
able to supply more and better people, a greater number of jobs have 
been shifted from—as regards the 1 recruitment area—from the United 
States to Panama. 
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Senator Witry. Asa result, has your overhead gone down 4 

Mr. RunNnestrRAND. We cannot now estimate any ultimate act effect 
one way or the other. It is, of course, true that some cost go down 
when you recruit and hire locally because you do not have the over- 
seas recruitment and repatriation of the American, and you do not 
have to provide housing, schools, etc. The more people you hire 
from Panama who come over and work and go home at night and 
are part of that community, why, the less general zone fac ilities are 
required, 

TRUCKDRIVERS USED AS EXAMPLE 


Senator Wiiry. Let us take the instance that he cited, the truck- 
drivers. Are you paying the truckdrivers the same that you paid 
in 1951? 

Mr. RunNNERSTRAND. That we paid in 1951? 

Senator Wixxy. Yes. 

Mr. Runnestranp. No, sir; not at the present time because truck- 
drivers in 1951 were practically all Americans. 

Senator Witey. How much were you paying then and how much ar 
you paying now ? 

Mr. RuNnNeEsrranp. I do not have the figures, but it is something 
like $2.20 an hour to the American in 1951, and probably a dollar 
or so an hour to the Panamanian now. 

Senator Witey. I was just wondering how you could reduce the 
United States wage of $2.20 to 60 cents an hour without having 
trouble. 

Mr. RunnNeEstrAND. Well, we do have trouble in the sense that the 
American employees who at the time of the conversion are in those 
jobs are adversely affected. 

Two or three years ago for the first time we converted the truck- 
drivers, except for a dozen or so heavy-duty equipment drivers, to 
Panamanian rates, and they became Panamanian truckdrivers at the 
locality rate. There were a dozen Americans left at United States 
rates of pay of two-dollars-and-some-cents an hour driving heavy 
equipme nt. 

This year in January, when it was apparent that we could get drivers 
in Panama for that heavy-duty equipment, the Congress gave notice 
to the 12 or so Americans involved that we were, effective then or soon 
after, converting those rates to Panamanian rates. However, the 
Americans’ pay was saved for 1 year in order to help them get other 
jobs. 

Senator WiLry. How many truckdrivers have you? 

Mr. Runnestranpb. I am not sure; perhaps 45. 

Senator Wixry. If you had 45—when you made that reduction, you 
certainly had a reduction in overhead. 

Mr, Runnesrranp. The single-wage policy works both ways. 
There will be instances where, as Panamanians become able to do the 
work, they will be utilized in positions in which it is still necessary to 
recruit Americans, like nurses. There we will pay the Panamanian 
the United States rate of pay, minus the overseas differential, of 
course. 

Senator Fu.sricut. As long as you have one American, do you 
have to continue the American rate? 
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Mr. RuNNEsTRAND. Well, technically, yes; although, as a practical 
matter, that situation probably would not arise. This commitment 
says that you cannot discriminate on the basis of citizenship. 


RECRUITMENT ARBA SHIFTING TO PANAMA 


HoLLtanpd. Senator Fulbright, what we have described to you 
~ po method of operation and policy that has been followed for 
years by the Company, and which will be changed by the proposed 
treaty provision. 

In other words, the gradual passage of more and more job classifica- 
tions from the category of jobs to be recruited from the United States 
to the category of jobs to be recruited from Panama. That trend 
will not be changed. 

Senator Futsricut. It has been taking place anyway ! 

Mr. Hou. AND. It has been going on for years. 

The principal change contemplated by the treaty is that we will 
not ah, a Panamanian and a United States citizen doing the 
same job with the Panamanian drawing less isons because he is 
a Panamanian. 

CATEGORIES OF AFFECTED POSITION 


Senator HickeNn.oorrer. In other words, if the wife of an employee 
of the Canal Zone, who is an American citizen, wants to work in 
one of these stores or businesses in the Canal Zone, she will have to 
work for the Panamanian rate ? 

Mr. Hoixanp. Not necessarily. Let me make this one statement 
which I think will clear it up. 

The two rates that exist now are rates that are not based upon 
citizenship. All employees, whether Panamanians or Americans, 
who occupy jobs which are filled by recruitment from Panama draw 
salaries that those jobs would draw in Panama. 

Senator Hickentoorrr. Let us just take a specific example. Let us 
take the commissary. 

Mr. Hotzianp. Let us assume that the commissary clerk, that that 
job is a job which we contemplate will be recruited from Panama. 
Allright. If it isa Panama recruitment job it draws the salary that 
that kind of work would ordinarily get in Panama. 

Senator Hicken Looper. That is what I mean. If the wife of an 
employee of the Canal Zone wants to work in the commissary, she 
would be paid the going rate for Panamanians. 

Mr. Hontanp. And that has always been true, since in this case we 
are assuming a category of job filled generally from Panama at the 
locality rate. 

Senator ArkeN. You will still have a wide differential between 
wages; will you not? 

Suppose you have to recruit substantial numbers for one class of 
work in the United States, and can get most of the employees you 
need for another class in Panama. You might still have people doing 
not the same work but equally arduous work, some of them getting 
75 cents an hour and others getting $1.75 an hour. 

Mr. Hotianp. That is true, depending on where the recruitment 
area is, and not depending on citizenship. 
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Senator Arken. And that creates a demand naturally on the part o! 
the 75-cent-an-hour man to get more pay. 

Mr. Hotianp. Sure. 

Senator Arken. Does it not ? 

Mr. Hotianpb. Sure. 

Senator Arken. Does in this country, too. 

Mr. Hotiann. Of course it does. 

I think a good example is the case of nurses. 

I believe it is accurate to say that nurses are considered to be « 
job recruited from the United States; am I right? That means a 
Panamanian girl who goes to work as a nurse draws that salary that 
would be paid to a nurse in the United States. 

Senator Arken. And isn’t the final result going to be, bound to be, 
a very substantial increase in the earning and spending power of the 
Panamanians? 

Mr. Hotianp. Yes, sir, for those who are employed in positions paid 
at United States rates. 

Senator Arken. How can it be otherwise / Q 

Mr. Hotianp. Over the years, the Canal Company has, as I have 
explained, logically thrown more and more and more of its jobs into 
the category of jobs to be filled by recruitment from Panama, and 
has paid to those people the same locality rate whether they were 
United States citizens or Panamanian citizens; am I right on that / 

Mr. Runnesrranp. Yes, sir. 

Mr. Hotzianp. Those were the principal points that I believe were 
raised, Senator, in criticism of the treaty, and I have attempted to 
meet each one. 

EFFECT OF TREATY ON LABOR 


Senator Fursrieutr. Senator George was asking about the objec 
tion of the A. F. of L. representatives. I said they felt this treaty 
was prejudicial to the prospects and rights of their members; is that 
not correct? Would they face the necessity of lower wages, Mr. 
Runnestrand ? 

Mr. Runnestranp. Well, yes, and the fear they were expressing is 
one based not only on this treaty but the general policy that affected 
the truckdrivers. Naturally, they do not like it. 

Senator Funsricur. By the way, the truckdrivers appealed your 
decision, and I understand you lost ? 

Mr. Runnestrranp. The few veterans appealed under the Veterans’ 
Preference Act, and we did lose on the first appeal, but not on the 
issue of whether we could hire Panamanians. The issue was whether 
the Veterans’ Preference Act required the company to save the incum- 
bents’ pay so long as he stayed in the position. The Commission said 
they have no quarrel with our employment policies, but the Veterans’ 
Preference Act, which says that you cannot downgrade or demote a 
veteran—— 

Senator Futsricntr. You cannot lower his wages. 

Mr. Runnestranp. Except for such cause as promotes the efficiency 
of the service. They construed that clause as requiring a pay-saving 
provision for incumbents because Congress has usually included such 
a provision in legislation which changes pay systems. That was the 
only issue involved. We have appealed that to the Commission. 
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Senator Futsricnt. I see. They did not hold that you could not 
proceed under this locality prince iple ? 

Mr. Runnestranp. No, sir. They held they had no jurisdiction 
over our policy as to what basic rates we applied generally 

Senator Fusricut. I see. 


TREATY OBLIGATION DIFFERENTIATED FROM RECRUITMENT PRACTICES 


Mr. Hotuanp. I hate to see this policy of reclassifying jobs accord- 
ing to the area of recruitment confused with what is entirely different, 
and which is an obligation in this treaty that we will not differentiate 
in salaries solely and exe lusively on the basis of citizenship. 

Senator Futsricnt. Yes. 

Mr. Hoxianp. The organized labor groups opposed to the policy, 
oppose the policy relating to recruitment, and it is understandable 
why they should, although I think the policy is a good one, but criti- 
cisms of that policy have not anything to do with a treaty obli- 
vation that we will not discriminate between two human beings solely 
and exclusively on the basis of citizenship. 

Senator WiLey. We do that abroad in some of our embassies, do 
we not? A French girl who works in an embassy does not get 
the same pay as an American girl who works in the embassy. The 
prevailing wage in France is taken into consideration and, as I under- 
stand it, in other countries throughout the world. That is true, is it 
not ¢ . 

Mr. Hoxiuanp. I believe this is true, Senator—and you folks can 
correct me if I am wrong—lI believe this is true: That we set up a 
job in the embassies, and we may determine the salary to be paid for 
that job on the basis of whether we expect to recruit there in that 
country or in the United States. 

But once we determine that salary we pay that salary to anybody 
who occupies that job regardless of his citizenship, and we do not 
say, “Here are two identical jobs, two porters. You get one rate be- 
cause you a United States citizen, and you get another rate because 
you are a foreigner.” That is the thing that we would be precluded 
from doing in the Canal Zone if this treaty is approved. 


STATUS OF IMPLEMENTING LEGISLATION 


Senator Futsrient. Did you bring along any proposed legislation 
in answer to the criticism of the labor people? They said they would 
like to see your proposal. 

You said you would be willing to bring up your proposed legisla- 
tion with regard to this matter of labor and wages. 

Mr. Runnestranp. That iscorrect. But that is the legislation that 
the Bureau of the Budget is presently considering and has not 

cleared, and that you had hoped they might clear by the middle of 
this week. I think they have now advised they are not yet able to give 
an administration clearance, and they have not released it. 

Senator Futsricur. Are you making your written statements a 
part of the record ¢ 

Mr. Hotxanp. I ask leave that they be included in the record in ad- 
dition tomy summary. 
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(The documents referred to follow :) 


ITEM 1—MEMORANDUM OF UNDERSTANDINGS REACHED: EXTENSION OF CiIviL SERVICE 
RETIREMENT Act To ALIEN EMPLOYEES OF THE PANAMA CANAL COMPANY AND 
CANAL ZONE GOVERNMENT 


The statement was made by several witnesses on July 18 that the proposed uni- 
form application of the Civil Service Retirement Act to Panamanian employees 
of Canal Zone agencies would constitute a precedent in that alien employees 
of this Government are not now covered by the Retirement Act. Objection was 
predicated on the fear that extension of the act to Panamanian employees would 
result in an undue financial burden on the reserves and would open the way 
for extension of the retirement system to other alien employees with the result 
that the solvency of the retirement account would become imperiled. 

The fact is that the amendment of January 24, 1942, to the Civil Service Re- 
tirement Act extended the coverage thereof to include all officers and employees 
of the United States not subject to another retirement system. Thus, since 1942 
the Civil Service Retirement Act has applied to alien employees of this Gov 
ernment and the proposed extension would not constitute a precedent. 

Moreover, since 1942 alien employees of the Armed Services in the Canal 
Zone have been covered by the Retirement Act pursuant to the above-cited amend- 
uent. Thus, participation in the retirement system by alien employees is already 
n effect in the Canal Zone. The sole effect of this provision of the memorandum 
is to extend participation in the retirement system to alien employees of the 
Panama Canal Company and Canal Zone Government. At present such employ- 
ees are excluded from the retirement system since they have been deemed subject 

‘another retirement system,” namely, the Cash Relief Act of 1937. That systen 
is noncontributory and its benefits are substantially inferior to those provided 
under the Retirement Act. It is, therefore, proposed to make uniform the cover- 
ige of the Retirement Act to all alien emplovees of Canal Zone agencies and thus 

alien employees of the company-Government on a par in this respect with 


} 


alien employees of this Government. 


MEMORANDUM OF UNDERSTANDINGS REACHED: TREATMENT OF PANAMANIAN 
LABOR IN THE CANAL ZONE 


During the course of the hearings, employee representatives have asked for 
clarification of the undertaking in item 1 of the memorandum of understandings 
reached. 

Subject to authorizing legislation, item 1 of the memorandum would obligate 
Federal agencies in the Canal Zone to maintain a wage system under which the 
basic wage for employees occupying identical positions would be the same re- 
cardless of citizenship, except that United States citizens may continue to be paid 
an overseas pay differential and allowances or fringe benefits which apply to 
them because of their overseas location as contrasted to alien residents of the 
area. The commitment also provides citizens of Panama equality of retirement 
benefits, subject to congressional action; equality of opportunity for employ- 
ment except in positions in which security reasons require employment of United 
States citizens: nondisecrimination in the evaluation, classification, and titling 
of positions ; and opportunity to participate in training programs. 

In applying a so-called single wage system under the commitment, it is pro- 
posed to continue the long-established policy of fixing the pay for particular 
occupational categories on the basis of prevailing rates of pay in the basic area 
of recruitment. Under the proposed wage plan, which is still under study, 
various occupational groups and subgroups would be established in accordance 
with customary personnel techniques. Those categories for which employees 
must be recruited from the continental United States will necessarily continue 
to be paid at the rates paid for comparable employment in the United States, 
and the occupational categories filled by recruitment on the Isthmus of Panama 
will continne to be paid at rates based on the local prevailing rates for com- 
parable employment in the Panama area. 

The commitment does not require that Panamanians be paid at United States 
rates of pay in all jobs. It does not in any way preclude the continued use of 
locality rates of pay. The commitment does not dictate the basis for fixing the 
rates of pay: it merely requires that the basic wage, whether a United States 
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ate or a locality rate, apply alike to United States citizens and citizens of Pana- 
1a occupying identical positions, without discrimination, subject to the agreed 
verseas differential and increments. 

It may be anticipated that, in the implementation of commitments to Panama 

nd of a policy of maximum utilization of employees who are available locally 
here will be some shifting of jobs from rates of pay based on rates paid in the 
United States to rates of pay based’ on rates paid in the Republic of Panama. 
It is therefore probable that some United States citizen employees may be ad- 
ersely affected to some degree. The specific jobs and the number of jobs that 
nay be so affected are still under study. It is probable that in the interests of 
economy and efficiency such shifting of certain jobs to rates based on those 
n Panama would occur, as in the past, apart from any commitments to Panama. 
Che use of local labor where feasible eliminates not only the higher payroll costs 
ut also the extra expense of recruitment and repatriation and of providing 
housing, schooling, goods, and services, etc. to United States citizens at an over- 
seas location. 

The large majority of United States citizen employees will not be affected, 
and United States citizens will be continued in all jobs requiring the employ- 
nent of United States citizens for security reasons. 

As previously indicated, the policy of maximum utilization of Panamanian 
employees at the rates of pay prevailing in Panama, is already in effect and is 
ot dependent upon the commitment to Panama. The case of the Panama Canal 
Company truckdrivers has been mentioned several times during the hearings. 
This case illustrates the most recent application of the policy entirely inde- 
pendently of the new agreements with Panama. A few years ago most of the 
truckdrivers were Americans paid at United States rates. Two or three years 
igo all but a dozen or so company truckdriver positions were converted to posi- 
tions paid at rates prevailing for comparable jobs in the Panama area, because 
jualified Panamanians had become available to fill all such jobs. In January of 
this year, for the same reason, similar action was taken to convert the remain- 
ng dozen or so heavy-equipment truckdriver positions oceupied by Americans. 
‘he United States rate pay of these employees was saved for 1 year in order 
to give them time to be placed in other positions. Those of the group who have 
veterans’ preference have appealed the action under the Veterans’ Preference Act 
and final decision is still pending, but the issue there involved does not go to 
the basie rate of pay utilized or the policy of converting to locality rates. Rather, 
the issue is whether and to what extent incumbents involved in such actions must 
ontinue to be paid their higher rate of pay for so long as they remain in the 
sition, because of the protection afforded by the Veterans Preference Act. 


ITEM 4.—MEMORANDUM OF UNDERSTANDINGS REACHED: WITHDRAWAL FROM 
SALES TO SHIPs 


In the course of the hearings on July 18, a representative of the shipping in- 
dustry proposed that the withdrawal of the Panama Canal Company from the 
business of selling supplies to ships using the canal (with qualifications) be 
conditioned in the same manner as is to be the case with respect to the termina- 
tion of certain manufacturing and processing activities now carried on by the 
Panama Canal Company. This would mean that such withdrawal would be 
onditioned upon the continuing availability of ships’ supplies in Panama in 
satisfactory qualities and quantities and at reasonable prices. 

We do not consider these two situations to be parallel. As a result a thorough 
consideration of the matter of sales to ships, it has been concluded that under 
present-day circumstances shipping is not dependent upon sources of supply in 
he Canal Zone, with the exceptions stated in item 4 of the memorandum, and 
that if Panamanian merchants could not supply ships transiting the Canal with 
the articles desired, such articles could be obtained elsewhere without prejudice 
to safety or the welfare of passengers and crews. It might be noted particularly 
that fuel and lubricants will continue to be sold to all ships. With respect to 
other items, the fact that ships are not dependent on supply sources on the 
Isthmus of Panama acts as a price control measure since Panamanian merchants 
will be forced to compete with similar merchants in other ports in that general 
region. 


65608—55——18 
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Item 9.— MEMORANDUM OF UNDERSTANDINGS REACHED: TERMINATION OF CERTAI 
MANUFACTURING AND PROCESSING ACTIVITIES 


Testimony by representatives of Canal Zone residents was given on July 15 
to the effect that item 9 of the memorandum of understandings reached consti 
tuted a mandatory obligation on the part of the United States immediately t 
withdraw from all manufacturing and processing of goods for sale to or con 
sumption by individuals now carried on by the Panama Canal Company. Appre 
hension was voiced, particularly with respect to meat, dairy, and bakery products 
that withdrawal from these activities would endanger the health, comfort, and 
welfare of the Canal Zone residents. 

Item 9 of the memorandum is not mandatory in character nor is it susceptible 
of such an interpretation. Item 9 clearly states that it will be the policy of this 
Government to terminate such manufacturing and processing activities “when 
ever and for so long as such goods, or particular Classes thereof, are determined 
by the United States of America to be available in the Republic of Panama o1 
a continuing basis, in satisfactory qualities and quantities, and at reasonable 
prices.” [Italics supplied. ] 

This item merely states the policy of this Government to withdraw from thes 
activities which normally are considered to be within the scope of private 
enterprise but only, and for so long as, equivalent products can be obtained a 
reasonable prices from suppliers within the Republic of Panama. This item 
gives effect to the policy of this Government to enable Panamanian Industry an 
commerce to benefit from the existence of the zone market when this can be 
done consistently with the essential interests of this Government and individua 
residents of the Canal Zone. 

In drafting this item careful consideration was given to the apprehensions 
voiced by the witnesses under reference. It was for this reason that ful 
control over this situation was retained by the United States. We see n 
justification for an assumption that the zone authorities would be disposed 
to deal with such a vital matter in an irresponsible manner. Zone residents 
may be assured of the utmost continuing protection as regards basie dietary 
items such as meat, dairy and bakery products. It is already the case that 
Panamanian suppliers have a considerable market within the zone for products 
in this category but there is no present indication that these sources could supply 
the entire zone market. Moreover, it is recognized that the present existence of 
processing facilities within the zone for basic food items of this nature acts 
as a control factor with respect to quality and price standards of similai 
items originating in Panama. With this in mind, the committee may be as 
sured that the Canal Company would not close down its facilities for the 
production of basic food items unless, after most exhaustive study, it were 
determined that the standards set forth in item 9 could be met by Panamania1 
producers in every respect. There are many other products which can be con 
sidered under this item without touching upon the basic food items which ars 
quite properly a concern of the residents of the zone. 

It should be noted, too, that as purchasers of Panamanian products, United 
States agencies would continue the present practice of inspecting the facilities 
of Panamanian producers to insure appropriate standards. 


STATEMENT IN RE SOVEREIGNTY IN THE CANAL ZONE 


The argument has been made during the hearings that the United States 
“nurchased” the Canal Zone outright, that we acquired “sovereignty” of the zone 
from Panama, and that accordingly the annuity agreed to be paid under the 
1903 and 1936 treaties, and by the proposed treaty, is a gratuity not to be taken 
into consideration in determining the cost of the canal undertaking, and hence 
not to be charged to the business of running the canal. 

Opportunity is taken to point out the pertinent provisions of the 1903 eonven- 
tion treating of the nature of the rights transferred to the United States and 
those treating of the the annuity. 

By article III of the 1903 convention it is provided that— 

“The Republic of Panama grants to the United States all the rights, power 
and authority within the zone mentioned and described in article II of this 
agreement and within the limits of all auxiliary lands and waters mentioned 
and described in said article II which the United States would possess and exer- 
cise if it were the sovereign of the territory within which said lands and waters 
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re located to the entire exclusion of the exercise by the Republic of Pan: 


any such sovereign rights, power or authority.” 
rhe language used is that the United States received ‘‘all the rights, power 
nd authority within the zone * * * which the United States would possess 
nd exercise if it were the sovereign ca i i 
William Howard Taft, in commenting upon the article quoted, stated in the 
ings before the Senate Committee on Oceanic Canals, April 18, 1906, that 
‘It (article IIL) is peculiar in not conferring sovereignty directly upon the 
United States, but giving to the United States the powers which it would have 
t were sovereign. This gives rise to the obvious implication that a mere 
tular sovereignty is reserved in the Panamanian Government 
a * * %* * 


The truth is that while we have all the attributes of sovereignty necessary 
the construction, maintenance, and protection of the canal, the very form 
which these attributes are conferred in the treaty seems to preserve the 
tular sovereignty over the Canal Zone in the Republic of Panama * * 
Article XIV of the 1908 convention, treating of the annuity, states 
“As the price or compensation for the rights, powers, and privileges granted 
this convention by the Republic of Panama to the United States, the Gov- 
nent of the United States agrees to pay to the Republic of Panama the sum 
of ten million dollars ($10,000,000) in gold coin of the United States on the 
xchange of ratification of this convention and also an annual payment during 
he life of this convention of two hundred and fifty thousand dollars ($250,000) 
like gold coin, beginning 9 years after the date aforesaid. 
‘The provisions of this article shall be in addition to all other benet 
ired to the Republic of Panama under this convention.” 
Thus, the article specifically states that as “the price or compensation for 
he rights, powers, and privileges granted in this convention *” the United 
States agreed to pay a lump sum “and also an annual payment,” in addition to “all 
other benefits assured the Republic of Panama under this convention.” 
Accordingly, the two articles speak for themselves. Under article III the 
United States was granted “all the rights, power, and authority within the zone 
* * and * * * auxiliary lands and waters * * * which the United States would 
possess and exercise if it were the sovereign.” By article XIV of the 1903 conver 
tion, the “price or compensation for the rights and privileges granted” is stated 
tu be a lump sum “and also an annual payment” in a stated amount, in addi 
tion to the other benefits accruing to Panama under the convention. 


ARTICLE IV—TREATY ; SANITARY MEASURES 


During the hearings some concern has been expressed over article LV of the 
treaty which would abrogate the existing treaty right of the United States to 
prescribe and enforce sanitary (health) regulations in the cities of Panama and 
Colon in the Republic of Panama. 

The sanitation authority involved applies to the two terminal cities in the Re 
public of Panama adjacent to the Canal Zone. It does not apply to the rest of 
Panama nor does it in any way affect United States sanitary or other jurisdic- 
tion in the Canal Zone. Canal Zone health authorities are satisfied that Panama 
is now competent to perform satisfactorily the health and sanitation responsi- 
bilities in the two cities. Asa matter of natural national pride, Panama desires 
to take over this function in her two major cities which are, of course, entirely 
within her sovereign jurisdiction, and to have abrogated this treaty provision 
which gives the United States a right to intervene in Panamanian affairs. 

As a matter of fact, the United States health offices in the two cities have al- 
ready been closed in recognition of Panama’s ability to perform the function. 
Panama has assured the United States that she will cooperate fully in all health 
and sanitation matters of mutual interest. 


ARTICLE V oF TREATY AND ITEM 2 OF THE MEMORANDUM OF UNDERSTANDINGS 
REACHED: TRANSFER OF CERTAIN LANDS AND IMPROVEMENTS TO PANAMA 


The lands involved in proposed transfer to Panama are enumerated in article 
V of the new treaty and item 2 of the memorandum of understandings reached. 
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All areas are in the Republic of Panama, not the Canal Zone, except two. Patil 
Point, a military reservation of about 125 acres, is a part of the Canal Zone but 
is not contiguous to the Canal Zone pfoper. It is located on the Pacific shor 
a few miles east of the zone. Battery Morgan is a small abandoned battery s 
of about 0.09 acres on the shores of Limon Bay on the Atlantic side of t 
isthmus, It is in the Canal Zone but is part of the land area that otherwis 
comprises the city of Colon in the Republic of Panama. 

The major areas of de Lesseps, Colon Beach, and New Cristobal which are ft! 
subject of item 2 (c) of the memorandum contain about 130 acres and compris 
a substantial portion of Colon—second largest city in the Republic of Panama 
These areas include the Washington Hotel, Colon Hospital, Cristobal Hig! 
School, and a large number of family quarters, Also in Colon are the Panar 
Railroad station and adjacent shorelands (about 6 acres) and a lot reserved f 
consulate purposes. 

On the Pacific side the lands to be transferred include the Panama Railrva 
station and yard in the city of Panama (about 15 acres); 2 other commer 
tracts in that city, known as the J. N. Vialette and Huerta de San Doval tract 
(about 4 acres) ; a 4-acre tract on the island of Toboga in Panama Bay, forme: 
the site of the Aspinwall Hotel; and 2 military reservations (about 50 acres 
also on Toboga Island. 


} 


DISCONTINUANCE OF PANAMA RAILROAD AND CONSTRUCTION OF HIGHWAY WITHIN 
THE CANAL ZONE 


An unfortunate note of confusion was introduced into the hearings on July 1s 
when representatives of organized labor testified under the apparent inipressir 
that the proposed treaty made provision for the discontinuance of the Panan 
Railroad and its replacement by a highway. 

The treaty makes no such provisions. Article X of the treaty merely covers 
the possibility of the replacement of the railroad, which now operates at a su! 
stantial loss, by a highway, and only in such a manner as to secure the waive 
of the Panamanian right under existing treaty to unrestricted use of such 
highway. Article X confers upon the United States the right, which it would 
not otherwise have, to restrict heavy commercial traffic over such a highway i! 
the event it is built. 

Actually, the discontinuance of the railroad and the construction of a highwa: 
in its place would require legislative action by Congress. To repeat’, the treat 
has nothing whatsoever to do with the question whether the railroad shall |» 
continued or discontinued. That is a matter which must be handled separately 

One witness also cited the proposed transfer of the Panama City railroad 
terminal to Panama as being directly connected with the discontinuance of th 
railroad. This is not the case, The Panama City terminal lies astride the busi 
ness section of Panama City not only preventing the further development of 
that section but also necessitating the movement of trains across two of th: 
main city streets with resultant inconvenience to vehicular traffic. In the 1942 
General Relations Agreement with Panama it was agreed that the railroa 
terminal would be moved to another site. Now that railroad traffic has pri 
gressively declined it is no longer considered necessary that there be a termina 
within Panama City and railroad operations wiil be continued using passenger 
and freight terminals within the Canal Zone. 


STATUS OF THE MEMORANDUM OF UNDERSTANDINGS 


Senator Smitx. Mr. Chairman, might I ask just this one question ’ 
During the hearings I think I asked you, Mr. Holland, whether the 
memorandum of understandings reached was a separate treaty. | 
think your answer was that it was and would require ratification. 

Mr. Hotianp. No, sir. I said it was a separate document; that it 
was submitted to you as an attachment to the treaty. When you ap- 
prove the treaty you approve both documents. . 

I simply wanted to make clear to the committee that we are sub 
mitting the memorandum to you and not withholding the memoran- 
dum as a document that you not approve. 
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Senator Smirx. Then there will not need to be two ratifications? 
Mr. Hottanp. No. 

Senator Smrru. Let me ask you this: Have you covered in the dis- 
issions the 2 or 3 pages of the points made here in this memorandum ? 
Mr. Hotuanp. Yes, sir; that was covered. 

Senator Smirn. I did not recall the nature of the memoran- 

dum of undertakings. 

Mr. Hortanp. In my initial presentation I discussed all points of 
ie treaty and memorandum. 

In my discussion with you today I have taken the principal criti- 
isms, either of the treaty or of the memorandum, and have attempted 
clarify them. 


MAN NER OF HANDLING INCREASED ANNUITY 


Senator Futsrignt. Is the administration now proposing legisla- 
tion to cover these expenses or not ? 

Mr. Hotzanp. No, sir. 

Senator Futsricut. Do you propose to do so? 

Mr. Houtianp. Yes, sir. As I told you a while ago, we have two 
roblems. One, are we going to increase this annuity / 

The second one is a domestic matter of our own. 

Senator Futsricut. What is the position of the administration 
on it ¢ 

Mr. Hotianp. As I told you a moment ago, I had hoped today 
to lay before you an administration recommendation as to how that 

should be paid, but all of these different agencies and departments 
of the Government who feel that they want to participate in the formu- 
ation of that recommendation to the Congress, are still talking. 
Therefore, I urge upon you that we approve the treaty, which is 
nternational, and that our purely domestic problem as to how we pay 
this inereased amount of the annuity, if you approve the treaty, can 
ome up at the next session of the Congress, if not at this one. 

Senator Futsrienr. You know the tendency always is to increase 
expenditures, but nobody wants to pay the tax or the cost. The 
shipping interests are going to resist any increase in tolls as hard as 
they can. 

I think the canal ought to pay its way, and especially since it does 

ivolve the traffic of practically every nation in the world that has any 
aie at all. 

Mr. Hoxtxanp. I go along with you a hundred percent, Senator, 
in saying that I wish the different interested : agencies of the Govern- 
ment had concluded their discussions. 

Senator Futgerient. I do too. 

Does the Panama Canal Company now have complete authority 
to pay the annuity and raise tolls? 

Mr. Hoiuanp. No, if you direct that this—if the Congress directs 
that this—increase be paid by the Panama Canal Company, then they 
have the authority to go ahead and raise the rates; am I right? 

Mr. RUNNESTRAND. Yes, sir. 

Senator Futsricut. You do not have it now? 

Mr. Hotzanp. It depends. 

Mr. Runnestranp. We have the authority to raise the rates. 
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Senator Futsrieut. But you do not have the authority to pay thi 
increased annuity. 

Mr. Runnestranp. Of the 114 million; we do not: that is correct 

Mr. Hoiuanp. That is the thing the Congress has to rule upon. 

Senator Funsrieut. Can you cover all the other costs that arise out 
of this treaty ¢ 

Mr. Runnesrranp. The treaty commitments, for instance, on the 
transfer of lands, which involve costs to the Company, are all subject 
to the legislation. We are not going to transfer anything 
Congress passes substantive legislation. 

Senator Futsrient. Will you have to have authority or legislatio1 
in order to replace, for ¢ xample, the school ¢ 

Mr. RuNNEsTRAND. We will have to have money, that is, the Ca 
Zone Government. 

Senator FuLspricur. Can you raise that money from the tolls? 

Mr. Runnestranp. No, sir; these replacement costs we will 
seeking appropriations for. 

Senator Futsricut. You will? Well, that is what bothers me. | 
think the Canal Zone ought to carry its own weight and ought to pay 
all its own costs. 

Mr. Runnesrranp. All I can say on that in support of what Mi 
Holland is saying is this, and I re: alize that this does not satisfy you, 
that each one of these items, this matter of how we are going t 
treat these costs and replacement costs, will be the subject of legisla- 
tion before thi » Congress. 

The annuity increase would require affirmative action; the trans- 
fers will not take place until legislation is enacted. 


NATIONALITY OF VESSELS TRANSITING CANAL 


You asked me before about the registry of ship trafiic—30 = oo 
of the vessels transiting the canal are American fi: ag. In fiscal ye: 
1954, 30.5 percent were American. That means at least two-thir 
of the vessels using the canal are foreign-flag vessels. 

Senator Futnricut. Yes. Does that 30 percent figure include 
Government boats, or just commercial 

Mr. RuNNEstTRAND. That includes Government as well. There are 
relatively small amounts. There are only a few hundred of then 
as contrasted with nearly 8,000 commercial vessels; but 30.5 percent 
of the vessels were United States vessels, 19 percent were British, 
10 percent Norwegian, and then a variety of others under 10 percent. 

Senator Hicken Looper. Here is a question that occurred to me 
awhile ago and I would like to ask it. Panamanian vessels go free 
of charge through the canal? 

Mr. RonNEsrranp. Only Government-owned vessels, of which they 
have very few. 

Senator Hickennoorrer. That does not include vessels under the 
Panamanian flag or Panamanian registry ? 

Senator Funsrieut. Only those ow ned by the Government. 

Mr. RuNNESTRAND. Yes. 
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RATIFY TREATY NOW AND RESOLVE DOMESTIC LEGISLATION ISSUE LATER 


Mr. Hotianp. Let me say this, Senator Fulbright: I have told you 
that I regret all of these different agencies have not yet come up 
with a joint recommendation, and I have told you that I nevertheless 
irge that the Senate approve the treaty, leaving the domestic problem 
\f our own, if necessary, to the next Congress. 

| Deleted. | 

Senator Smiryu. Mr. Holland, the domestic question of how we pay 
the annuity is a matter for us to decide here, and it does not affect 
the Panamanians at all? 

Mr. Honianp. Exactly. 

Senator SmirH. And there is nothing in that to prevent our ratify- 
ing this treaty ¢ 

Mr. Hotiann, Exactly. 

| Deleted. | 

Senator Fu.sricut. The committee is in recess. 

(Whereupon, at 12:55 p. m., the committee adjourned.) 
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ATEMENT OF JOHN A. McCCArRT, LEGISLATIVE REPRESENTATIVE, THE AMERICAN 


FEDERATION OF GOVERNMENT EMPLOYEES ON THE PROPOSED TREATY WITH THE 
REPUBLIC OF PANAMA 


Mr. Chairman and members of the committee, the American Federation of 
Government Employees deeply appreciates the opportunity afforded by the com 
wittee to present the views of our United States citizen members on the Canal 
Zone on this important subject. 

Under ordinary circumstances, our organization does not engage in activities 
elating directly to the foreign affairs of our country. In the present instance, 
however, our members who are employed on the zone will be directly affected by 
he terms of the treaty with the Republic of Panama and the memorandum ac- 
ompanying it. 

Our affiliate on the zone represents classified or white-collar employees. As 
United States citizens employed by the Panama Canal Zone Company-Govern- 
ment and other Federal installations on the zone, they are concerned about the 
effect of the treaty on their future as employees. 

We concur completely with the presentation made by the metal trades depart- 
nent, AFL and the Government employees council, AFL on the effect the treaty 
will have as to the future of United States citizen employees generally. For that 
eason, Our comments will be confined to those items having direct bearing on the 
relationship between the United States citizen employees and the Federal Gov- 
rnment as their employer. 

While the treaty outlines generally the areas of agreement between the Gov 
ernment of the United States and the Republic of Panama, the memorandum of 

nderstandings reached outlines these objectives in greater detail. It is in this 
atter document that we find a lack of precise language which will accord to the 
Inited States citizens employed on the zone the measure of job security and 
vage security to which they are entitled. 

Under item No. 1 (a), citizens of the United States and of the Republic of 
Panama are guaranteed the same basic wage. However, this item does not ex- 
tend any guaranty to present United States citizen workers that their wages will 
not be reduced to conform to the prevailing rate existing in the Republic of 
Panama. 

Item No. 1 refers also to the application of the United States Civil Service 
Retirement Act to citizens of the Republic of Panama employed by our Federal 
Government on the zone. As a trade union, our Federation has no objection to 
the provision of adequate retirement coverage for aliens employed by our Govern- 
ment. We do not feel that such coverage should be extended through our present 
‘ivil service retirement system, which is already burdened with financial obliga- 
ions to the citizens of our country employed by various Federal agencies througb- 

ut the United States and the world. Some other means should be found for giv- 
ng adequate annuities to the aliens employed on the zone outside the scope of 
the present Civil Service Retirement Act. This will enable the United States 
to discharge its responsibility as an employer without doing so at the expense of 
other members of the civil-service retirement system, who are United States 
citizens. 

Another paragraph of item No. 1 guarantees to citizens of Panama equal op- 
portunity for employment in all United States jobs on the zone for which they 
qualify and which do not require United States citizens for reasons of security. 
This provision leaves present United States citizen employees on the zone with- 
out the reasonable measure of job security to which they are entitled. Recent 
years have seen the employment of greater and greater numbers of citizens of 
the Republic of Panama on the zone. There has been a corresponding decrease 
in the ranks of United States citizens working on this important operation. The 


197 


T 





198 THE PANAMA TREATY 


nemorandum of understandings reached should carry a clarification so that th 
United States citizens now working on the zone will be assured of a reasonab 
ure future so far as job rights are concerned, 

Mr. Chairman, we do not feel the Panama Canal should be operated solely 
the benefit of United States citizens employed on the zone. Neither do we bx 
lieve the canal should continue solely for the benefit of the Panamanian citize: 

It is a fact, nevertheless, that United States citizens assigned to this importa 
military and commercial operation have devoted many years of their lives in th 
civilian service of their country away from home and often without norma 
family ties enjoyed by other Federal workers. 

In view of these facts, we feel the provisions of the memorandum accompan 
ing the treaty should be revised so that United States citizens employed on tl 

one will receive equitable treatment as United States Federal civil servant 
This is an obligation our Government must discharge to its employees as a f 
employer 

Mr. Chairman, we trust action will be taken by this committee and the Stat 
Department to guarantee our citizens assigned to the zone that their future az 

he future of their families will be protected in this important matter. 


STATE) r oF J. Scorr MILNE, INTERNATIONAL PRESIDENT OF THE INTERNATI 
BROTHERHOOD OF ELECTRICAL WORKERS, AS IT RELATES TO THE TREATY 
MEMORANDUM OF UNDERSTANDING BETWEEN THE UNITED STATES AND 
REPUBLIC OF PANAMA 


Mr. Chairman and members of the Foreign Relations Committee, my name 
J. Scott Milne. I am international president of the International Brotherho 
of Electrical Workers, affiliated with the American Federation of Labor, w 
headquarters located at 1200 15th Street NW., Washington 5, D. C 

The organization which I represent is international in scope, with more th 
625,000 members in all of the 48 States, Alaska, Hawaii, Dominion of Canada, 
ind in the Panama Canal Zone. These members are employed in the building 
ind construction trades, electric utilities, in the metal trades, various other 
lustries, and by the various agencies of the United States Government. 

Our members are vitally concerned over the broad language contained in bot! 
the treaty and in the memorandum of understanding. This broad language car 
be interpreted to mean any one of several different meanings, accordingly as t 
whether one is an American citizen, or, a citizen of the Republic of Panama. F% 
example, take page 31 of executive F, as issued by the Senate committee of the 
84th Congress, Ist session. The language is not very clear as to the real intent 
as it concerns the basic wage rates, that is, does it mean that citizens of the 
Republic of Panama who are employed will receive a higher wage for the work 
they do, or, does it mean that the American civilian citizen employed on the 
Panama Canal Zone will have his wage rates computed at a lower rate in cor 
formity with the standards of wages in the Panamanian Republic? Now if it 
means that the pay rates of the citizens of the Republic of Panama will be paid 
at higher levels comparable to American citizen employees minus certain specific 
differentials such as annual leave and percentage increments, then I believe this 
should be spelled out so that there can be no mistake as to what is actually 
intended. 

I feel that any direct or indirect costs resulting from either the treaty or the 
memorandum of understanding or from any resultant legislation that may become 
necessary as a result of the treaty or the memorandum of understanding, should 
not result directly or indirectly in these costs being passed on to the United 
States citizen employees employed in the Canal Zone. These costs should be 
either borne by increases in tolls charged for passage of ships through the Panama 
Canal, or, through the Federal Treasury directly. 

In conclusion, I desire to make myself quite clear, there is real concern by our 
members over the broad language both as contained in the treaty and in the 
memorandum of understanding. I feel this language should be spelled out more 
clearly so that in the future the language will not be misconstrued by anyone. A 
real service would be rendered to the United States citizen employee, if this were 
to be done. The committee would be rendering a distinct service to the Americar 
workers who in turn would and should be entitled to full consideration and 
protection of their jobs as well as their future security. I wish to thank the 
committee for their consideration of these matters. 
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STATEMENT OF WILLIAM H. RYAN, PRESIDENT OF District No. 44, INTERNATIONAL 
ASSOCIATION OF MACHINISTS ON THE TREATY OF MUTUAL UNDERSTANDING AND 
COOPERATION WITH THE REPUBLIC OF PANAMA 


Mr. Chairman and members of the Senate Foreign Relations Committee, my 
name is William H. Ryan, and I am the president of District No. 44, International 
\ssociation of Machinists. District No. 44 of the International Association of 
Machinists is composed of that portion of over 900,000 members of the Inter- 
iational Association of Machinists who are employed by the Federal Govern- 
ment throughout the United States and its insular possessions. These members 
are employed in naval shipyards, naval air stations, naval ordnance stations, 
Army arsenals and depots, United States Air Force bases, Coast Guard stations, 
the Bureau of Engraving and Printing, Government Printing Office, activities of 
the National Advisory Committee for Aeronautics, the Alaskan Railroad, vari- 
us hydroelectric facilities under the Department of Interior, and the Panama 
Canal Company. 

May I take this opportunity of thanking the members of this committee for 
he opportunity of acquainting them with the viewpoints of our organization as 
they apply to the Treaty of Mutual Understanding and Cooperation with the 
Republic of Panama which was signed in Panama City by Foreign Minister 
Octavio Fabrega for Panama and Ambassador Selden Chapin for the United 
States, released on January 25, 1955. 

For the sake of expediency may I at this time state that we support the posi- 
ion and testimony already offered on this subject matter by Mr. James A. Brown- 

w, president of the metal trades department, of the American Federation of 
Labor 

We believe, however, one particular provision in the memorandum of under- 
standing of this Panamanian Treaty could be so injurious to millions of United 

States citizens (including Members of Congress), that it merits your special 
consideration. 

We are referring to paragraph 1 of the memorandum of understanding that 
eads thus: 

“Legislation will be sought to make the Civil Service Retirement Act uniformly 
ipplicable to citizens of the United States and the Republic of Panama employed 
iy the Government of the United States in the Canal Zone.” 

Since the enactment of the first civil-service law in 1920 the benefits of this 
it of legislation have been restricted to citizens of the United States, and for 
ust reasons. 

The citizen employees have for the fiscal periods of 1921 through 1954 con- 
tributed to the civil-service retirement fund (through salary deductions, volun- 
ary contributions, and service credit payments) the sum of $4,549,642,868.74. 
‘he Federal Government has contributed for the same period (Government ap- 
propriations) to the fund the sum of $3,362,619,829.63, this for the purpose of 
keeping the fund solvent. 

If the Panamanian noncitizens are absorbed into the retirement fund it could 
lead to the following: 

(a) Place an added financial obligation on the United States taxpayer; 

(b) Increase the administrative costs of the Civil Service Commission since 
the fund is under their jurisdiction and they maintain all records, collect 
and pay out all money associated thereto; 

(c) Open the door for the inclusion of all other noncitizens ; 

(d) Jeopardize the solvency of the civil-service fund ; 

(e) Establish a precedent of noncitizens being granted similar benefits 
now accorded to United States citizens only. 

In order that you may be better advised on this provision we quote the follow- 
ing figures from the Civil Service Commission’s Federal Employment Statistics 
Bulletin of March 1955: 


Employed by : rath anni: Noncitizens 


inama Canal Company 2, 554 9,864 
inal Zone Government ; 1, 208 1,204 


Note.—This indicates that the U. S. Government would be granting to 11,158 Panamanian citizens 
same benefits of the retirement fund it grants only 3,762 of its own citizens. 
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To furnish the committee with other figures of importance, which could ulti 
mately result due to the contemplated provision in question, we offer the follow 
ing (C. S. Com. Stat. Bul., March 1955) : 


Overseas Federal civilian employees, March 1955 
Territories and possessions (noncitizens) 
Foreign countries___—- 


n 


Assuming that legislation were passed to include noncitizens in the Civi 
Service Retirement Act, what would be the next step? Quite naturally, the 
inclusion of the 342,287 foreign nationals working for the Department of Defens 
under contract agreements, or other arrangements with foreign governments 
which provide for the furnishing of personal services to the agency. 

Couple the above figures with the fact that the Civil Service Commission has 
on many occasions testified before congressional committees that the civil-servic: 
retirement fund is not “self-funded,” and you can see the ultimate result, extin« 
tion of the retirement fund. Who would suffer the greatest? Your Unite 
States citizen. 

There are many other problems that would develop, too numerous to mentior 
at this time, but just to bring to light a different type of problem, consider th: 
foreign countries that do not have a legal limit to the amount of spouses a1 
individual is entitled to. This alone would create problems in the area of sur 
vivor annuitants, plus increasing towfold the financial obligations in this categor) 

We would seriously recommend that this committee indicate their disapprova 
of this portion of the memorandum of understanding in view of the far-reaching 
precedent it would establish through the inclusion of noncitizens under the Civi 
Service Retirement Act. 

I wish to thank the committee for its attention, and hope we have been abl: 
to disclose facts that will result in your protecting the benefits of our citizens 
abroad as well as at home. 


STATEMENT OF THOMAS G. WALTERS, OPERATIONS DIRECTOR, GOVERNMENT EM 
PLOYEES’ CounctL, A. F. or L., oN Treaty, REPUBLIC OF PANAMA-UNITE! 
STATES 


Mr. Chairman and members of this committee, by way of introduction, my 
name is Thomas G. Walters, operations director of the Government Employees’ 
Council of the American Federation of Labor, 100 Indiana Avenue NW., Wash 
ington 1, D. C., phone Executive 3—2820 and 3-—2821. 

The Government Employees’ Council of the American Federation of Labor is 
made up of 21 national and international unions whose membership, in whole o1 
in part, are civil service employees. The total Federal and postal employe: 
membership of the Government Employees’ Council is more than 500,000. 

Mr. Chairman and members of the committee, in looking over the memoran- 
dum of understandings and the wording of the treaty with the Republic of 
Panama and the United States, it appears to me that the wordage is very broad 
and can be interpreted to have 2 or 3 different meanings. I refer especially to 
page 31 of the Executive F in the Senate and headed “Treaty of Mutual Under 
standings and Cooperation with the Republic of Panama,” and dated May 9, 1955 
On page 31 subsection A, and I quote “(a) The basic wage for any given grade 
level will be the same for any employee eligible for appointment to the position 
without regard to whether he is a citizen of the United States or of the Republi: 
of Panama.” 

Mr. Chairman does this language lead us to believe that the rate of pay for 
citizens of the Republic of Panama would be increased to the same level, of the 
United States citizen or would the United States citizen’s rate of basic pay be 
lowered to the level of the Panamanian rate? 

This same question could be asked of the following language found on page 31 
“Legislation will be sought to make the Civil Service Retirement Act uniform], 
applicable to citizens of the United States and of the Republic of Panama em- 
ployed by the Government of the United States in the Canal Zone.” 

If this type of precedent is established would it not become necessary to even 
tually amend the Federal retirement law to cover the peoples of other countries 
employed by the United States Government? I am wondering if the members 
of this committee would be in favor of amending the Federal retirement law ti 
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romiscuously cover peoples of other countries employed by the United States 
Government, and if not, why not? Provided, of course, the language that now 
ippears on page 31 of the Treaty of Mutual Understandings and Oooperation 
With the Republic of Panama, if approved by the Senate. 

Mr. Chairman and members of the committee, some Members of Congress, and 
nfortunately some are chairman and ranking members of the duly authorized 
ommittee that has jurisdiction over legislation affecting our Federal retirement 

<ystem, appear to be strong in their opposition to granting increases to those now 
n the retired roll and to several hundred widows who are not now covered by 
the Federal retirement system, on the grounds that these additional charges 
gainst the Federal retirement fund would jeopardize the financial stability of 
the fund. If we broaden the provisions of the Federal retirement to blanket in 
noneitizens of the United States, who are employed by the United States Goy- 
ernment, this procedure would strengthen the argument of the financial un- 
soundness of our Federal retirement fund. Therefore, Mr. Chairman and mem- 
hers of the committee we strongly recommend that this portion of the proposed 
treaty be studied from all angles before a decision is reached. 

Seems to me that since the Republic of Panama has a social security program 
that some form of cooperation might be worked out to liberalize, if necessary, 
the Republic of Panama’s social security program to where these Panamanians 
employed by the United States Government, in the Canal Zone, could be fully 
ind properly covered. 

We strongly believe that the report of this committee should go into a very de- 
tailed and comprehensive coverage, in order that in the future we could all fully 
inderstand just what the intent of this Congress was on the interpretation of the 
vague wordage contained in Executive F, that is now being considered by this 
committee. 

We trust that the report of this committee will be spelled out in laymen’s lan- 
cuage in order that we of the present generation, as well as those to follow us, 
vill have a clear conception of the intent of this committee and of the Congress 
n this treaty with the Republic of Panama. 

It has come to my attention that certain United States citizens, who were truck- 
lrivers, were downgraded in order that their salaries would be basically in line 
with the salaries cf the Panamanian who was doing similar services. 

On page 32 of Execuiive F we find this language “Citizens of Panama will be 
afforded opportunity to participate in such training programs as may be con- 
incted for employees by United States agencies in the Canal Zone.’ It is my 
inderstanding that the citizens of Panama are now eligible under certain con- 
litions to stand examinations for positions on the Canal Zone. It seems to me 
this treaty can be read and interpreted to favor United States citizens or to favor 
the citizens of Panama. 

Appreciate the opportunity of appearing before this committee and calling 
these items to your attention. 


STATEMENT OF E. C. HALLBECK, LEGISLATIVE DrRECTOR, NATIONAL FEDERATION OF 
Post OFFICE CLERKS, BEFORE SENATE COMMITTEE ON FOREIGN RELATIONS IN 
CONNECTION WITH THE PROPOSED PANAMA CANAL TREATY 


Mr. Chairman and gentlemen of the committee, for the purpose of the record, 
my name is E. C. Hallbeck and I am the legislative director of the National 
Federation of Post Office Clerks, with headquarters at 711 14th Street NW., this 
city. 

Ordinarily, the matter of treaties with other governments isn’t a matter of 
immediate concern to our organization. However, we note in the report of the 
Secretary of State, dated May 5, 1955, that one of the principal provisions and 
inderstandings of the treaty, paragraph (1), is that: 

“The United States Congress will be requested to enact legislation authorizing 
establishment of a single basic wage scale for all United States and Panamanian 
employees of the United States Government in the Canal Zone and providing for 
uniform application of the Civil Service Retirement Act to citizens of the United 
States and citizens of Panama employed by the United States in the Canal Zone 
(memorandum, item No. 1 on the part of the United States).” 

Item No. 1 of the memorandum of United States undertakings deals with this 
subject at some length and provides in part that: 
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b) Legislation will be sought for uniform application of the Civil Servic 
Retirement Act to all United States and Panamanian citizen employees of this 
Government in the Canal Zone.” 

We realize that there is no specific requirement for United States citizenshi, 
for membership in the civil-service-retirement system. However, I am confide: 
that the Congress never intended that the benefits of the Civil Service Retirement 
Act would be extended to anyone who was not a citizen, or at least a resident of 
the United States or its possessions. If the precedent, which would be estab 
lished by this treaty stands, we will in the future, find civil-service-retirement 
checks g ing to people all over the world. I sincerely doubt that the Congress 
ever had any such intention. 

Aside from the effects the proposal would have on the civil-service-retiremen 
system, it is debatable whether the proposal would in the long run be good fo 
the economy of the Republic of Panama. The computation of annuities under the 
civil-service-retirement system would, in many cases, provide annuities for citizens 
of the Republic of Panama substantially greater in purchasing power than the 
same annuities would provide for resident American citizens. Such annuities 
would, in many instances, be considerably larger than the average wage of natives 
of the Republic of Panama 

Due to the different climatic conditions and health standards, the life ex 
pectancy of citizens of the Republic of Panama would probably differ considerably 
from the life expectancy of citizens of the United States upon which civil-servic 
retirement is based. This would result in proportionately larger or smalle 
benefits for Panamanians, depending upon whether the life expectancy in Panama 
is greater or lower than that of United States citizens. 

Since the Civil Service Retirement Act provides certain dependent benefits fo 
the widow and dependent children of employees, it is assumed that applicatio1 
of the Retirement Act to citizens of Panama would apply in the same way 
In the immediate instance this would probably present no insurmountable diffi 
culties. However, if by the establishment of this precedent another treaty is 
entered into with a country where plural marriages are legal, it is not difficult 
to conceive of circumstances and conditions which would make administratio: 
of the law exceedingly difficult. 

It is probably necessary that the United States Government employ non 
citizens and aliens on occasion, just as other governments are on occasion re 
quired to employ American citizens. When that happens, the noncitizen should 
be properly rewarded in the matter of compensation. I seriously doubt, however, 
that it is necessary in such cases to extend the benefits of the Civil Service 
Retirement Act to all noncitizens of the United States employed by this Govern- 
ment in all of the remote corners of this world. If that is done, it will only serve 
to increase the cost of civil-service retirement to the American taxpayer and 
could, in the long run, have disastrous consequences to those now covered by 
the Civil Service Retirement Act and for whom that act was designed. 

While this proposed treaty will not of itself provide civil-service coverage 
for nonresident aliens, it would, in all probability, lead to transforming the 
Civil Service Retirement Act into a worldwide social security system at an 
early date. I know of no other government that extends similar benefits to 
United States citizens under like circumstances. 

For these reasons, Mr. Chairman, we oppose ratification of this provision of 
the treaty, and we believe that the language referred to should be stricken or 
otherwise confined and restricted. 


NATIONAL ASSOCIATION OF RETIRED CIVIL EMPLOYEES, 
Washington, D. C., July 19, 1955. 
Hon. WALTER F’. GEORGE, 
Chairman, Committee on Foreign Relations, 
United States Senate. 

DEAR Mr. CHAIRMAN: The executive committee of this association has adopted 
a resolution opposing that provision of the proposed treaty with the Republic 
of Panama which extends the provisions of the Civil Service Retirement and 
Disability Act to certain non-United States citizen employees of the Canal Com- 
pany and Canal Zone Government. It was our feeling that the needs of this 
group of employees could best be met by the establishment and administration 
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separate system rather than to complicate our present system which is 

verwhelmingly applicable to United States-citizen Federal employees, with ar 
lien, nonresident group. 

With appreciation for your consideration of this suggestion, I am, 

Sincerely yours, 
M. C. SHEILD, 
Chairman, Legislative Committee. 

Senator Fu.tericut. The committee will be in recess subject to thi 
ill of the chairman. 

(Whereupon, adjournment was taken at 4:30 p. m., subject to cal 
f the Chair. ) 











